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COMMENT. 


Sending in the Bill; A Roosevelt Legacy. 


MONG all the problems raised by the recent British elections 
one stands out with prominence, and is to be noted with 
regret: the results of the election do not give any adequate 
ground for opinion as to the attitude of the British people 
toward the so-called “revolutionary” budget of Mr. Lloyd- 
George. It is impossible to determine how far hostility to the 
budget alone determined the decision in the case of the seats 
lost by the Liberal party. In many of these cases it is probable 
that the attack on the House of Lords aroused a latent loyalty 
to old institutions which overshadowed the budget altogether. 
In some cases the influence of the protectionist party must have 
been the dominating factor. On the other hand, exactly the 
opposite influences must have been influential in the case of many 
of the Liberal victories. In any case, if the Liberal party is 
to be dependent on the Nationalist section of Parliament, it can 
hardly be asserted that votes for the Nationalist candidates 
were primarily votes in support of the budget. So far as the 
question of protection was concerned, it is true that a protective 
tariff was advanced by the Conservative leaders as a substitute 
for the budget of the Liberal Government. And yet a vote in 
favor of a protectionist candidate did not necessarily mean any 
strong opposition to the proposals of the Chancellor of the 
Exchequer. It may sound strange to say that a voter might 
consistently be a supporter of both Mr. Chamberlain and Mr. 
Lloyd-George; and yet, so far as their financial proposals are 
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concerned, this might easily happen. One who is convinced of 
the economic wisdom of a protective policy for the United 
Kingdom might still believe that the effort to increase revenue 
by the imposition of the direct taxes on the propertied classes 
was entirely justifiable. 

The vagueness of the results, when we question them as to 
the attitude of the British people on a great financial policy, is 
especially to be regretted in view of the fact that the most vital 
problem in all European countries to-day, and the one likely 
to prove most troublesome in the immediate future, is that of 
the principle to be followed in meeting the ever-increasing 
demand for revenue. Mr. Lloyd-George put it very effectively 
when he said that it was merely a case of “sending in the bill.” 
In public affairs, as in private, it is very easy to approve of 
practices and policies which seem agreeable or necessary; but 
it is very hard to reconcile one’s self to the inevitable day of 
settlement, In the last number of the YALE REvIEw, an article 
appeared from the pen of Professor Cohn showing how com- 
pletely this was the case in the last German budget, when the 
government was brought near to complete humiliation. It was 
the old cry of the classes intrenched in privilege, against being 
forced to contribute according to their means in support of the 
very policies which they had advocated. In the present number, 
an article appears on certain phases of the English budget, which 
shows that the proposals which caused such consternation among 
the landholding gentry of England were after all nothing that 
would create alarm to those accustomed to the direct property 
tax in the United States. It has been a favorite argument of 
the socialists, that the enormous revenue raised by the system 
of indirect taxation in all leading countries to-day is simply a 
proof of the continuation of the old policy of the privileged 
classes to extort funds from the masses for the support of the 
government, of which they were the chief beneficiaries, while 
exempting themselves in every way possible. This argument 
has doubtless been exaggerated, but cannot have failed to recur 
to one who listens to the outcries of the more prosperous classes 
of Great Britain and Germany whenever, in the face of increased 
expenditures, a government tries to “send in the bill.” 
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The socialist idea needs to be corrected in one important 
particular. Although the expenditure for defence against the 
attacks of possible enemies has been the most exacting item of 
cost in its recent growth, still an important factor in the continu- 
ously threatened deficits which confront European governments 
has been the growth of a generous policy looking toward the 
improvement of the conditions of the masses. Without discuss- 
ing whether these measures, of which the old-age pensions in 
England constitute the most striking instance, are in themselves 
laudable or dangerous, we may note that they introduce a 
peculiar difficulty into the problem of taxation. To vote millions 
to relieve the stress of poverty, and then to insist that these 
millions shall be raised by taxes on the consumption of the poor 
themselves, would seem to be an instance, not of “robbing Peter to 
pay Paul,” but of paying Paul with the money taken from his own 
pocket. The topsy-turvy character of certain kinds of modern 
policy was humorously shown in a cartoon which appeared in 
Punch at the time when the Liberal Government introduced its 
rigorous licensing bill. The cartoon represented two workmen 
standing in front of a closed public house, one of them saying 
to the other, “I say, Bill, if they won’t let us have our beer, 
how are they going to raise the money to pay our pensions?” 
The remark contains as much philosophy as humor. The impasse 
seems at the moment complete. The growth of democratic 
feeling, the increased political power of the masses, the growing 
sympathy with, and demand for, broad programmes of popular 
improvement, all combine to make inevitable a continuance and 
probably a great increase of expenditures for social reform. 
These expenditures cannot, however, be consistently met by 
increasingly heavy taxation of the articles of widest consump- 
tion. On the other hand, for the time being the distribution 
of political forces seems to be such as to block an advanced 
programme of taxation which would materially increase the 
burden imposed upon the more well-to-do; or, if the movement 
is not blocked, it can only proceed amid the most strenuous 
protests and loud prophecies of ruin. Such a situation cannot 
continue, and we may predict with some confidence that the 
next generation will look back on the indignation aroused by the 
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modern budget proposals in various countries, with as little 
sympathy or understanding as we, ourselves, now feel for the 
terrors aroused by the many progressive reforms of the past. 


Theodore Roosevelt changed on many points the opinions 
of the American people and their ideas of government, but the 
revolution in ideas which seems likely to prove most enduring 
and most important is that regarding the propriety, and even 
necessity, of a strong “administration policy.” The promptness 
with which the people adopted this conception of the President's 
function, and the matter-of-fact way in which we all accept it 
to-day, make it difficult to realize how great was the change 
and what far-reaching effects it may have. It is true that the 
President was always required to report on the state of the 
nation to Congress, and to recommend legislation for its con- 
sideration. This practice, however, except in times of great 
crises, never weakened the position of Congressional leaders 
in the initiation and determination of great matters of legisla- 
tive policy. Mr. Roosevelt led the people to expect the “Admin- 
istration” to present a complete programme of a legislative 
nature, and to use all the great powers of the executive to secure 
its enactment. By this procedure the President came to add 
to his other functions a function similar to that of the British 
Cabinet. Such a situation was never contemplated under the 
Constitution, or by its first interpreters. 

The significance of this change may well be seen in the 
attitude of the people toward President Taft. Immediately after 
his election a demand arose that he should announce his policy 
on a large number of questions, and should start to force them 
through Congress with all the power at his control. So far as 
he has been the subject of criticism, it has been on the ground 
that he is not sufficiently certain as to what measures are neces- 
sary, and not sufficiently forceful in bringing them to a prompt 
consideration. The tendency to pass judgment upon a president 
within the first year of his administration, on such grounds as 
these, could hardly have arisen ten years ago. No president, 
to-day, can secure the hearty approval of the people by simply 
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living up to the standards and conception of duty of his prede- 
cessors from Washington to McKinley. He is expected to live 
up to the policy and the energy of McKinley’s successor. 

If this conception of the presidential function establishes itself 
permanently, as it seems likely to do, it will make possible, to 
our great advantage, a coherent programme of legislation, but 
it will also expose us to very grave dangers. So far as the 
present incumbent of the presidential office is concerned, there 
seems to be every promise that the maximum of advantage will 
be secured with the minimum of danger. In general, his own 
programme is in normal continuation of the policies of his 
predecessor, which had already found popular approval: while 
the judicial character of his mind and the calm of his tempera- 
ment are a guarantee against any line of conduct directed to the 
gratification of personal vanity or the desire for sensational 
applause. Even in his case, however, the effect of his prede- 
cessor’s influence was felt, as shown by the fact that before his 
return from his Western trip he felt obliged to make public a 
long series of proposals which were to constitute his programme. 
We can hardly suppose that he would have preferred to commit 
himself to every one of these measures unreservedly and without 
further consideration, had it not been necessary to meet the 
public demand for a prompt declaration of his position. 

In the case of future presidents, the dangers of this precedent 
are likely to become more apparent. It is not so much a question 
of the character of the individual president, since if the people 
elect a radical candidate they would presumably want a radical 
policy. The danger lies rather in the fact that every new incum- 
bent to the office will feel that he is not living up to the expecta- 
tions of the people unless he has a brand new policy of his own. 
He will feel driven to think up a number of laws to force 
through Congress, sufficient to justify himself before the masses. 
The country is already feeling the burden of hastily and ill 
considered legislation. There is real gravity in the prospect of a 
precedent being established in deference to which such legislation 
must be constantly generated, not for any genuine national need, 
but for purely personal or political effect. 
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N the twentieth century, the year 1909 in British political 
history is likely to take its place in importance with those 
famous dates of the nineteenth century, 1832, 1846, 1867, 1899. 
It will always be known as the Budget year, as a year in which 
the tides of political excitement, agitation, and denunciation 
arose to as high a pitch as they are likely to reach in England, 
except in the case of actual war. The climax was capped 
when, on November 30, 1909, the Lords for the first time in 
nearly three centuries, and by a majority of 275, rejected 
a finance bill which had been passed by the House of Commons. 
On April 30, 1909, the Chancellor of the Exchequer introduced 
the Budget with a very long and interesting speech, which the 
average man can read with more pleasure than most speeches 
on such a subject. The situation which he and the Cabinet 
faced was as follows: Owing to the actual increase of the cost 
of Old Age Pensions over the estimates, and the enormous cost 
of the new Dreadnoughts, which popular clamor and partisan 
misrepresentation had forced upon the Government, the Chan- 
cellor of the Exchequer faced an estimated deficit of £16,000,000. 
To the Liberal government, which had paid off in the three years 
of its history a very large amount of debt, it was a trying situa- 
tion, but they met it in a way that was fearless and right. As 
the deficit represented 10.4 per cent. of the tax revenue received, 
a vigorous opponent of the Budget, Mr. S. Rosenbaum, statis- 
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tician to Mr. Chamberlain’s Tariff Commission, said that a 
good and simple solution of the Chancellor’s difficulties would 
have been an all-round increase of the existing taxes by about 
11 per cent. Still another alternative was to tax the food of 
the people, thus swallowing the principles upon which the Liberals 
had won the greatest political victory of a century, and inci- 
dentally committing political suicide. The measures by which 
this notable budget has attempted to solve the difficulty are: 
(1) the increase of the death duties, (2) of the income tax, (3) of 
the liquor license duties, (4) of the duties on spirits, and (5) the 
creation and introduction of new forms of land duties or taxes. 

It is a notable fact, to which the Chancellor called attention in 
his speech, that the new land taxes, during the first year they 
are imposed, are not expected to yield more than £500,000 of 
the £16,000,000 which it is necessary to raise. He is building 
for the future in broadening the basis of taxation, and it is 
confidently expected, when once these taxes shall have been 
incorporated into the fiscal system of Great Britain, that not 
even the Tories, if they come into power, will remove them; 
and that these duties will add an ever-increasing amount of 
revenue to the public exchequer, as the death duties, which were 
imposed in 1894, have done. This increasing revenue is to 
help defray the cost of the programme of social reform, which 
the Liberals have planned for the benefit of the nation. 

As so large a portion of the £16,000,000 of additional revenue 
is to be raised along the line of the present duties, a brief account 
of the method by which it is proposed to accomplish this end 
is desirable. The cost of licenses for the sale of intoxicating 
liquors is considerably increased. This is not unreasonable, for, 
according to reliable authority, the license rates now prevailing 
in the large cities of England are not one-fifth or one-sixth 
of those in force in cities of similar size in the United States. 
The duties on beer and distilled spirits are also considerably 
increased. The income tax is somewhat altered, while the dis- 
tinction established by Mr. Asquith between earned and unearned 
incomes is widened. All unearned incomes are to pay one shill- 
ing and twopence in the pound, that is, about 30 cents in tax 
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for every five dollars; but earned incomes—those derived from 
personal or professional services—do not pay at that rate until 
they reach $15,000 a year. All earned incomes below $15,000 
a year pay ninepence in the pound, that is, 18 cents for every 
five dollars, or between three and four per cent., and all below 
$800 pay nothing. Those who are disposed to denounce the 
English income tax as unjust should remember that during a 
man’s lifetime his personal property does not, in England, pay any 
tax at all, unless it bears interest in the form of stocks or bonds; 
then it pays a shilling in the pound on income, which in the 
case of stock paying five per cent. and bought at par, works out 
at one-quarter of one per cent. of the capital value—which is less 
than the rate of taxation imposed by the State of Connecticut 
upon foreign bonds registered at the Capitol in Hartford. 

The moderate tax on motors, now imposed on automobiles 
according to their weight, is changed to a license duty on a 
graduated scale, based on their horse-power, and culminating 
in a maximum annual tax of $21 a year on machines of 
sixty horse-power. No license duty is charged on motors used 
for commercial purposes, and doctors’ cars pay only one-half 
the rates for pleasure carriages. For the first time in Eng- 
land’s history, a tax (six cents per gallon, either customs or 
excise) is laid on petrol or motor spirit. This is very low, as 
compared with the similar tax in France, where, according to 
Mr. Lloyd-George, the rate is over 40 cents a gallon. The total 
yield of these two motor taxes is to be turned over to the local 
authorities to cover expenditure on roads. The tax on dis- 
tilled spirits is raised from $2.75 per gallon to $3.70, and that 
on tobacco is increased 16 cents a pound. 

While it is certain that the increase in the liquor duties has 
aroused the strongest opposition from the liquor trade,—the 
brewers of and dealers in alcoholic liquors,—the fiercest attacks 
of the Tories or Conservatives have been massed upon the land 
clauses of the Budget, although these simply apply in form or 
substance those principles of taxation which have been accepted 
and practiced as common justice in the United States and Canada 
for the last fifty or a hundred years. This will be clear to every 
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citizen of these countries, when these land taxes shall have been 


described. 
The new provisions of the Budget with regard to the taxation 
of land may be classified under five heads: 


1. The requirement of a new Domesday Book, which shall 
put on record the location, dimensions, ownership, and 
full valuation of all land in the Kingdom of Great 
Britain and Ireland. 

2. The annual tax on all unoccupied land worth more than 
$250 per acre. 

3. The increment value duty, to be imposed when the owner- 
ship of property changes. 

4. The reversion duty, to be imposed when a ground rent 
expires and the landlord takes possession of the prop- 
erty, with the buildings upon it. 

5. The mineral rights duty, to be imposed on all minerals 
taken out of the earth. 


In discussing these matters in detail, an effort will be made to 
answer the following questions: 


(a) What are the main features of each proposal, and what 
is the situation that justifies it? 

(b) What exceptions have been made in the general appli- 
cation of the principle, in order to avoid a large measure 
of injustice? 

(c) What were the most important changes wrought in the 
Finance Bill, during its progress through Committee, 
by proposal of or acceptance of amendments by the 
Government ? 

(d) What are the criticisms of or arguinents against the 
Budget that are worthy of serious consideration? 


The first and fundamental provision of the bill is the require- 
ment of a new Domesday Book, which shall effect a complete 
valuation of the site value of all the land in the United Kingdom. 
This of course is absolutely necessary in order to put into effect 
the other provisions of the bill. By site value of land is meant the 
amount which the fee simple of the land, if sold at the time in the 
open market by a willing seller, and if the land were cleared of all 
buildings, might be expected to realize. It is to be distinguished 
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from the total value, which means the value of the land in its 
then condition, with all the buildings upon it. This distinction 
should be thoroughly grasped and remembered by Americans 
who are not familiar with the complicated character of land 
tenure in Great Britain. In this country the usual rule is that the 
owner of land is likewise the owner of the buildings upon it. 
But in England land is enormously concentrated in its owner- 
ship. It is said that 10,000 people own most of the land in 
England, outside of plots less than an acre in extent. The 
total area of land in Great Britain is estimated at 75,000,000 
acres, of which the peers own one-fifth. In some cases in Lon- 
don, if we consider the same piece of property, we may find that 
one man owns the land, another owns the ground lease, and a 
third owns the building upon the land. 

Another point to be borne in mind is the difference between 
rates and taxes in England. Only the taxes imposed by Par- 
liament, and paid into the national exchequer, are called taxes 
in England. Those laid by the local taxing authority, for the 
support of schools, the poor, etc., are called rates. They are 
paid by the occupier of the premises whether it be house or 
factory, and if the house is not occupied no rates are paid—an 
arrangement which of course throws an additional burden upon 
the inhabitants of occupied houses. The rate is laid not upon 
the capital value of the property, as is the custom in Canada and 
the United States, but on the supposed or estimated rental value. 
With the exception of the ultimate incidence of part of the rates 
on costly buildings that stand on centrally located land, it may 
fairly be said that the owner of land in England pays hardly 
any rates, for this burden falls upon the buildings and the occu- 
piers thereof. This difference from the custom of the United 
States and Canada, where the owner of the property pays the 
local taxes or rates, reckoned on the capital value of the land 
and buildings separately considered, must be constantly borne 
in mind in order to avoid misunderstanding. In this discussion 
the terms rates and taxes will be used in the English sense. 

Thus, in England, the owner of land pays almost no rates; 
but in some cases he pays into the national exchequer a small 
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national tax at the rate of one shilling in the pound reckoned on 
the annual rental value. In many instances land owners pay no 
tax at all, and for the following reason. In the last years 
of the eighteenth century, when Pitt was Prime Minister and was 
hard pressed to raise revenue for the country’s needs, the offer 
was made to land owners of a redemption of the tax by a single 
cash payment at the rate of thirty years purchase. That has 
very generally been done in the last hundred years, and where 
it has been carried out, it may truly be said that the owner 
of that land has ceased to pay any tax (as a land tax) upon 
it. This tax, as paid on some not yet exempt portions of 
the 75,000,000 acres of land in England, yielded, in 1907-1908, © 
$3,650,000—an absurd result, due to a fact almost impossible of 
belief in this twentieth century. The owners of land in England, 
wherever they pay any land tax at all, are paying their small 
national tax on a valuation made when William III was Sover- 
eign of the kingdom, more than two centuries ago. At that 
time the Crown had surrendered its feudal rights over land 
owners in return for a commutation rent charge of four shillings 
in the pound upon the assumed and assessed annual value. In 
1697 it was cleverly contrived so to frame the tax that it should 
not be an annuity increasing in value with and in proportion 
to the augmenting value of the land, but should be a fixed annuity | 
that should not increase with the value of the land. The con- od 
sequence has been that the said annuity remains at the amount 
at which it was fixed when the value of a large portion of the 
land was only a very small fraction of what it is at present. This 
astounding statement can be supported by competent authorities. 
Richard Cobden, in a speech at Derby, in 1841, said: ‘Exactly 
148 years ago, when the landed aristocracy got possession of the 
throne in the person of King William, at our glorious Revolution, 
they got rid of all the feudal tenures and services by which they 
held the land, which yielded the whole revenue of the State; and 
besides which the land had to find soldiers and maintain them. 
These incumbrances were given up for a bona fide rent charge 
upon the land of four shillings in the pound; and the land was 
valued and assessed 145 years ago, at nine million a year; 
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and upon that valuation the land tax is still laid. ... The 
collector who comes to you to count the apertures through which 
Heaven’s light enters your dwelling, who leaves you a schedule 
in which to enter your dogs, horses and carriages, passes over 
the landowner, leaves no schedule in which to enter last year’s 
rent roll under.certain penalties; but he takes out his old valua- 
tion, dated 1696, and gives the landlord a receipt in full, dated 
1841, upon the valuation made a century and a half ago. [| 
say we are indebted to Sir Robert Peel for calling out attention 
to this subject.” What Richard Cobden said in 1841 is still 
true in 1909. 

Mr. A. J. Wilson, in his volume, “The National Budget,’ 
says: “In 1788, at a time when the country needed the utmost 
help the rich could give it to carry its enormous load of debt and 
administrative charges, this land tax was fixed at 4s. in per- 
petuity, and on the valuation of William and Mary’s day. Not 
only so, but elaborate provisions, under pretense of facilitating the 
payment- of the national debt, were made for its redemption. 
The quota payable by each county in England was fixed forever, 
subject to those redemption privileges by which the actual pay- 
ment per annum is now reduced to nearly £900,000 less than the 
tax produced at its first imposition. This tax, in short, yields 
in our day but £1,075,000 per annum, and some idea of the 
extent to which the wealthy land-holding class managed during 
the last century to lift from their own backs on to those of 
the people their share of the load will be gathered from the fact 
that were a 4s. tax raised from land on its present valuation, 
it would yield from £17,000,000 to £20,000,000 per annum.” 

It goes without saying that land in England is enormously 
undervalued for the purposes of taxation, but the enormity of 
the injustice involved will be apparent from a few instances, 
where the assessed value and the real value are placed side by 
side. Persons, who, like myself, have wondered how it was 
possible to maintain, in the most crowded parts of London, 
those beautiful private parks, where the visitor in summer sees 
a few privileged persons playing tennis, or strolling over the 


*In the English Citizen Series, 1882, p. 30. 








1910] The British Budget of 1909. 349 


velvety turf, or sitting under the beautiful trees, will not find it 
difficult, after what has been said, to solve the riddle. 

In the endeavor to show how extreme is the undervaluation 
of land in Great Britain, two methods of testing will be adopted, 
one of which is made necessary by the peculiarity of land tenure 
in Great Britain. As has already been said, the local rates 
and the national land tax are imposed in Great Britain on 
the annual rental value of the property, and not on the capital 
value or principal value, as is the rule in Canada and the 
United States. Consequently land has no official valuation 
on its capital value. The transfer of freehold rights in land 
occurs far more seldom in England than in the United States, 
where ground rents are comparatively rare. When such transfer 
does take place, and the net purchase price is revealed, a good 
basis is then found for official valuation. In the absence of this, 
it is necessary to apply the principal of ratio to the annual value 
in order to put on record a fair valuation of the capital value. 
What, then, are the proper proportions between capital and annual 
value? When this is fairly decided upon, the task of figuring 
capital value from annual value is a question of simple multipli- 
cation. The equalization of death duties in land and other prop- 
erties in Sir William Harcourt’s Finance Bill of 1894 made this 
a question of absolute practical necessity. The method of val- 
uation of course varies with different properties. The latest 
report of the Inland Revenue Commissioners shows that for 
Estate Duty purposes, the averages of various classes of landed 
interests vary from an average of about 17 years purchase in the 
case of some house properties to nearly 26 years purchase in 
the case of ground rents. The variation, then, is between 17 
and 26 years purchase. Let this test be now applied to certain 
instances, some of which came out in the House of Commons. 
In 1903 the Government acquired at Rosyth, for the purpose of a 
naval base, 1200 acres of land and 300 acres of foreshore; the 
property was then valued for rating purposes at an annual rental 
of $8,500, but the Government had to pay $695,000, or over 80 
years purchase. In 1908 the Admiralty purchased a site near 
Greenock on the Clyde, 10 acres with foreshore, as a site for a 
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depot in connection with a torpedo range. The rateable value of 
nt the land was $55 a year. The Government paid $135,000 for 
a | the property, or more than 2400 years purchase of that annual 
) value for rating. In some cases where property was not valued 
a at all for rating, the Government had to pay liberally for the 
fee simple of the land. At Shoeburyness on the Lower Thames, 
the Government had used the Malin Sands as a range for prac- 
tice with the big guns; the area was nine acres and was entirely 
submerged at high tide. About a year ago the owners of the 
manor made out a claim to this area. It had never been used 
by them; it had never been valued for rating; but the War 
Office had to purchase it at a price of $25,000, in order to retain 
the right to shoot over it. The peaceful functions of govern- 
ment have also to pay tribute to the ground landlord. The 
Northumberland County Council purchased three-quarters of an 
acre as a site for a school; the annual value for rating was about 
$7.00 per year, but the cost of the land to the County Council 
was $3,500, or 500 years purchase of that annual value for 
rating. In a similar case in Scotland, the School Board had to 
pay 920 years purchase for an acre and a half at Cathcart Bridge. 
The gross iniquity of the present situation can also be shown 
by comparing the valuation of two properties in the same neigh- 
borhood, where the rating valuation is determined by the asses- 
F sors according to the supposed rental value per annum of the 
property. In London, Devonshire House, Piccadilly, the city 

H residence of the Duke of Devonshire, covering with its grounds 
: four acres, is rated at an annual value of $20,000—less than one 
half the ground rent which the site itself alone would command. 
Across the street is the Ritz Hotel, which, covering less than one 
‘ half an acre, is rated at $85,000; that is, land of one eighth the 
area, with buildings, has to pay four times as much in rates. 
The city residence of the Marquess of Lansdowne, the Con- 
servative leader in the House of Lords, covers with its grounds 
nearly two acres, and is rated at $12,500, while across the street 
is the Bath Club, covering only one fourth of an acre, yet rated 
at $15,000. Foot for foot, the smaller property pays at the 
rate of $1.30 per square foot, while the property of Lord 
Lansdowne pays at the rate of 15 cents a square foot. 
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As the thesis that land is monstrously undervalued in England 
seems fairly well established, the next question to be answered 
is this: How is land, according to the Budget, to be valued? 
It is to be a universal valuation of all land in the United King- 

dom, to be estimated as nearly as possible at its saleable value, 
when sold by a willing seller to a willing buyer, on April 30, 
1909. The work is to be in the hands of the Commissioners of 
Inland Revenue, known as Somerset House, a body of permanent 
officials of the Treasury, who are charged with the collection of 
the imperial taxes and of the estate and stamp duties. They are 
to cause each piece of land which is separately occupied to be 
separately valued, and, if the owner requires, any part of such 
property to be separately valued. Owners will be required to fur- 
nish returns showing the rent received by them and giving other 
information which the Commissioners may desire; and the owner 
may, if he thinks fit, furnish to the Commissioners his estimate 
of the value of the land, which the Commissioners shall consider. 
The Commissioners will serve on the owner a copy of their 
provisional valuation, and, unless exception is taken, it will be 
adopted as the correct official valuation. If the owner considers 
that the valuation is not correct, he may give notice of objection 
to the Commissioners, stating the amendments which he desires, 
- and if the Commissioners amend the valuation so as to be 
satisfactory to the objector, the amended valuation will be 
adopted. If not, the owner has the right of appeal to a referee, 
appointed out of a panel of experts by an independent reference 
committee, consisting of the Lord Chief Justice, the Master of 
the Rolls, who is the Head of the Supreme Court of Judicature, 
and the President of the Surveyors’ Institution. If the owner 
is dissatisfied with this referee’s decision, he may appeal to the 
High Court, according to the rules of court. It is hoped that 
this machinery will enable disputed cases to be decided to the 
satisfaction of the parties, without the expenses of formal hear- 
ings before the Court. The supporters of the Budget believe 
that there will thus be brought about a complete, uniform, 
impartial valuation of all land in the United Kingdom, made 
with all the skill and experience which the great national tax 
office can command, with the privity and assistance of owners, 
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guaranteed by a right of reference to an impartially appointed 
expert, and a right of appeal to a judge of the High Court. 

Naturally, the next question to be answered in regard to this 
valuation is: Who is to pay the piper? Upon whom is the 
expense of this universal valuation to fall? This is one of the 
features in which the Bill suffered an important change, during 
its passage tHrough the House of Commons. In the original 
draft it was provided that the owners of land should pay for 
the cost of valuation. When one realizes that these land owners 
of England are paying their small tax on a valuation made in 
the closing years of the seventeenth century, when William III 
was King of England, or are paying no taxes at all, and that 
for fifteen years one-half the local rates on their agricultural 
land has been paid out of the National Treasury, the justice of 
this demand would seem to be perfectly clear. Yet the require- 
ment actually did call forth from the whole Conservative party 
so fierce a protest against the so-called monstrous, socialistic 
injustice involved therein, that the Government finally yielded 
and brought in an amendment transferring the cost of the new 
valuation to the Exchequer. This concession was received with 
very little gratitude by the Tories, who apparently were angry 
that one of their bugaboo and bogey cries should be taken from 
them. 

Though comparatively little has been seen in the Tory papers 
about the valuation clauses, it can hardly be denied that the new 
Domesday Book is really the fundamental reason for the fierce 
and savage attack which the Tories make upon the Budget. At 
present land escapes very largely the burden of the rates. As 
the expenses of local government steadily increase, it is the 
householder who has to shoulder the burden of the rates, and 
not the landowner. For centuries the capital value of many 
acres owned by the great landlords has not been known. When 
the valuation now in force was made, much of this property in 
London was pasture land and tilled meadow, several miles from 
the Bank of England. For many decades it has been covered 
with the homes of the wealthy, as, for instance, the Ebury farm, 
which is Queen Elizabeth’s time was rented for $100 per annum. 
It fell into the hands of the Duke of Westminster’s ancestor, 
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Sir Thomas Grosvenor, three years after the Restoration, and is 
now the fashionable and popular district of Belgravia. The 
yearly ground rent which goes into the coffers of the Duke of 
Westminster is estimated to be of enormous value, but what he 
pays on it is based on a valuation made when it was pasture 
land, unless, indeed, he pays no tax at all. The moment that 
this enormous capital value becomes a matter of public record, 
the system, so familiar to us in the United States, must surely 
come, whereby land as well as the buildings upon it bears its 
full share of taxation. A large portion of the land now in 
England, I reiterate, pays no land tax, for during the closing 
years of the eighteenth century, Pitt, it will be recalled, when 
hard pressed for money, secured the passage of a law permitting 
the redemption of the payment of the tax by thirty years pur- 
chase. Whenever this has been done by the owner the land of 
course has ceased to pay any tax at all. 

The Tory opponents of a new valuation could not reasonably 
block it on the familiar grounds of socialistic injustice, and so 
they did oppose it on the ground of impracticability, claiming 
that the site value was a2 myth, a delusion and a snare. The 
speeches of some of the Tory leaders on this point read like the 
utterances of Rip Van Winkle, so utterly ignorant are they of 
the practice of foreign countries, and so densely stupid with 
regard to elementary principles of political economy. To drive 
them sulking from the field, it was necessary to lay before the 
House of Commons a Blue Book on the Taxation of Land in 
Foreign Countries, wherein it was shown that this so-called 
idiotic hypothesis of site value is and has been a truism and 
reality, not only in Germany and the United States, but also in 
most of the colonies of Great Britain. Among other reports in 
that book, the admirable one of Mr. Lawson Purdy, President 
of the Board of Taxes and Assessments of Greater New York, 
showed that in the metropolis of the United States, the lands 
and the buildings upon them are, according to law, valued separ- 
ately, in the one case the site value per hundred feet front by 
one hundred feet deep being the unit of estimate; in the other 


case the supposed structural cost, according to building material 
23 





| 
| 
' 








t 











354 Yale Review. [ Feb, 


used. When it was clearly shown that in the metropolis of the 
United States site valuation was as common as air, it was absurd 
to maintain that the same thing was impracticable in the metrop- 
olis of England. 

It is difficult for any one in this country to realize the colossal 
injustice involved in the land system of England. It is well 
summarized in the famous “ransom” speeches of Mr. Joseph 
Chamberlain, in 1885, of which extracts follow. 

On August 5, 1885, at Hull, he said: “The evils of the present 
land system are apparent to everybody. They are greater than 
accompany the land system of any other country in the world. 
Our laws and practice seem to have been designed over a long 
course of years in order to build up and maintain vast estates, 
until at the present moment something less than 1,000 persons 
hold one-third of the land of the United Kingdom. In the 
meantime the rights of property have been so much extended 
that the rights of the community have almost disappeared, and 
it is hardly too much to say that the prosperity and the comfort 
and the liberties of a great portion of the population have been 
laid at the feet of a small number of proprietors, who ‘neither 
toil or spin.’” To his fellow citizens of Birmingham (January 
5, 1885) he spoke as follows: “The owners of property—those 
who are interested in the existing state of things, the men who 
have privileges to maintain—would be glad to entrap you from 
the right path by raising the cry of fair trade, under which they 
cover their demand for protection, and in connection with which 
they would tax the food of the people in order to raise the rents 
of the landlords. Protection very likely might, it probably 
would increase the incomes of the owners of great estates, and 
it would swell the profits of the capitalists who were fortunate 
enough to engage in the best protected industries. But it would 
lessen the total production of the country, it would diminish the 
rate of wages, and it would raise the price of every necessary of 
life. Property can not pay its debt to labor in that way. But 
if we turn to the land system of this country, we find that all 
the community rights of ownership in land have disappeared. 
Some of them have been sold, some of them have been given 
away by people who had no right to dispose of them, some of 
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them have been lost through apathy and ignorance, some have 
been destroyed by fraud, and some have been acquired by 
violence. Private ownership has taken the place of those com- 
munal rights, and this system has become so interwoven with our 
habits and usages, it has been so sanctioned by law and protected 
by custom, that it might be very difficult and perhaps impossible 
to reverse it. But then I ask, What ransom will property pay 
for the security it enjoys? What substitute will it find for the 
natural rights which have ceased to be recognized?’ At Ipswich, 
January 14, 1885, he said: “I will put the question in a different 
form. What insurance will wealth find it to its advantage to 
provide against the risks to which it is undoubtedly subject? I 
have said nothing, for instance, upon a very important matter, 
namely, upon the anomaly under which the owners of land have 
escaped their fair share of taxation, when the land passes on 
death by inheritance, [this was remarked in Sir William Har- 
court’s Budget of 1894] and I have said nothing about the curi- 
ous arrangement under which unoccupied land, which is being 
held for speculation and investment, which is held for the 
unearned increment, escapes all contribution whatever for local 
taxation. These are anomalies which at the present time make 
me inclined to say that there is some truth in the statement of 
the man who said that the only difference in the incidence of 
taxation consisted in an adverb, for while it pressed very hardly 
on the poor, it pressed hardly at all upon the rich. Robbery is 
robbery, whether it is practiced against the individual or against 
the state. If the rights of property are sacred, surely the rights 
of the poor are entitled to especial reverence. iNaboth’s vineyard 
deserves protection quite as much as Ahab’s palace.” At Birm- 
ingham, January 29, 1885, he said: “All this clamour about 
confiscation and blackmail and plunder is so much dust raised by 
men who are interested in maintaining the present system and 
who are either too prejudiced to read my proposals or too stupid 
to understand them. Let them keep their invective for some 
better occasion, for more apposite uses. The fact is that there 
are some people who have no conception of any property at all 
except the property of private owners like themselves; and the 
public, the public right, the public land, and public endowments 
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are so many abstractions, unworthy of care or of protection. If 
they are misappropriated, or diverted to private uses, these people 
seem to think that the wrong is to be done without redress, 
Well, that is not my view. I hold that the sanctity of public 
property is greater even than that of private property, and that 
if it has been lost or wasted or stolen, some equivalent must be 
found for it, and some compensation may be fairly exacted from 
the wrong-door.”’ 

Against this historical background of long years of injustice 
in the system of land tenure and of exemption of land from its 
fair burden of taxation in England, may now be placed the land 
clauses of the Budget, which attempt to undo this wrong in some 
slight degree. As is well stated in an editorial in the London 
Nation, entitled ‘‘No surrender on the Budget,’ “We shall 
not quarrel with concessions on secondary matters, as long as 
these two main principles of the bill stand. These two principles 
are the taxation of the unearned increment, and the requirement 
of universal valuation. They are complementary principles, 
together necessary to the setting up of our land system and our 
fiscal system on a sound economic basis. The increment tax 
standing alone, the landowners might accept. It is valuation as 
checked by the development tax which they fight without com- 
promise. To value the land is to divulge the secret of the social 
system. It is to hold up to the general gaze the basis of a great 
part of wealth, to expose the venomous ulcer which saps urban 
life, to indicate the true source of municipal taxation and measure 
its copiousness, and to bar forever the profitable transactions of 
landowners with public bodies.” 

In the discussion of the land taxes of the Budget, two ques- 
tions should be answered. First, how is the revenue which is to 
be obtained from these taxes to be distributed? Second, what 
lands are to be exempt from these taxes? 

The revenue to be derived from the land taxes is to be equally 
divided between the national exchequer and the local rating 
authorities. So far as the national exchequer is concerned, its 
share of the income is to be ear-marked for certain measures of 
social reform and regeneration. The sad experience with the 
revenue from the increased death duties, after the Tories came 
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into power in 1896, is not to be repeated’; while in opposition, 
the Liberals had to see the money raised in this way spent in 
paying half the rates of agricultural landowners, or squandered 
on swollen armaments. Labor exchanges, re-afforestation, 
industrial insurance on a contributory basis, the possible exten- 
sion of old age pensions to paupers over seventy, so that they 
may live at home rather than in the poor house, the improvement 
of agriculture by the establishment of experiment stations and 
farms, and scientific research for the benefit of agriculture are 
among the things considered in their social program. One single 
quotation from the Chancellor’s speech on the Budget will show 
the temper of the Government. ‘No success in these matters is 
attainable except on the basis of a direct contribution from the 
classes more immediately concerned. In this country we have 
already provided for the aged over seventy. We have provided 
for aid in case of accidents. All we have left to do in order to 
put ourselves on a level with Germany—I hope our competition 
with Germany will not be in armaments alone—is to make some 
further provision for the sick, for the invalided, for widows and 
orphans. .... In a well thought-out scheme, involving con- 
tributions from the classes directly concerned, the proportion 
borne by the state need not, in my judgment, be a heavy one, 
and is well within the compass of our financial capacity, without 
undue strain upon the resources of the country.” 

As to the classes of lands that are exempt from the land duties 
altogether, they are as follows: lands held by rating authorities 
or local governments, or occupied and used for charitable pur- 
poses, or lands held by statutory companies—land held by rail- 
way companies, or those controlling canals, docks, water, etc., 
being for the purpose of their undertakings exempt, but if sold, 
liable to increment duty. 

The first of the land taxes, viz, the annual tax on undeveloped 
land, does not need much consideration, for it is a commonplace 
of life in the United States and Canada, though apparently a 
novelty in Great Britain; it imposes two mills on the dollar on 
the capital value of the land, to be paid by the owner. This, 
of course, constitutes a radical change from the English custom 
of laying the tax on the rental value of the land, to be paid by 
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the occupier, to the American system of laying the tax on the 
capital value of the land, to be paid by the owner. The tax of 
two mills on the dollar, laid by the Budget, is certainly light as 
compared with the rate common in American cities, which 
always exceeds one cent on the dollar, and sometimes reaches 
two cents. The exemptions made by the Budget are many and 
generous. Land occupied by buildings pays no tax; land worth 
not more than $250 per acre is not taxed ; small properties, worth 
not more than $250 per acre, if occupied by the owner, are not 
taxed; public parks and all private parks where there is reason- 
able access to the public, are not taxed; land worth more than 
$250 per acre is taxed only on the amount by which its value 
exceeds that amount. Thus it will be seen that, under the Budget, 
the English landowner will have to carry a burden only about 
one-fifth of that carried by the landowner in all American cities, 
where all land, occupied or unoccupied, is assessed at almost its 
full market value. It is fair to argue, therefore, that when 
the Tory papers and orators denounce Mr. Lloyd-George as 
Jack Cade, and the Budget itself as confiscation, robbery and 
socialism, they insult the citizens of the United States and 
Canada, where the principles of taxation applied in the Budget 
have long been the statute law of the land. 

The next two taxes to be considered, the increment value tax 
and the reversion tax, are really one in substance; but they have 
to be treated as two separate taxes, because of the peculiar land 
tenure system of England, where the leasing of land for building 
purposes so commonly prevails. Both have the same purpose—to 
secure for the common purse a part of the increased value of 
land, which comes from growth of population and business pros- 
perity. The first provides that all land shall be valued, as it was 
on April 30, 1909, and that in the future, when it shall be sold, 
after the owner has been credited with ali the money he has 
spent in improving the property and has been given 10 per cent. 
profit, the state will take for itself 20 per cent. of the remaining 
profit. That is, of the total profit above all expenses, 82 per cent. 
goes to the owner, and 18 per cent. goes to the state. The duty 
becomes payable when the land is sold or leased for not less than 
14 years, or when the owner dies. When land is held by a cor- 
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poration, the duty becomes payable in 1914 and every subsequent 
fifteenth year, on the legal theory that the corporation never dies. 
The most important exceptions from the increment tax are as 
follows: agricultural land which has no higher value than for 
agriculture; small houses occupied by their owners at a rental 
value of not more than $200 a year in London, or $130 a year 
in other towns; and lands held by any corporate or incorporate 
body for the purposes of games and recreation but without view 
to profit. The notable feature of this tax is that it is not retroac- 
tive in its effect. It applies only to values that may accrue after 
1909, while in many German cities, the tax on increment values 
is retroactive, and a person who sells his land this year may 
have to pay a tax on the profit of the sale over the purchase, even 
if the latter had been effected five or ten years ago. 

It will be realized by anyone studying this increment tax that 
the English method of taxing the unearned increment is much 
more considerate of the landowner than the method in use in 
the United States, that method developed with the practice of the 
tax assessors in raising every five or ten years the official valua- 
tion of land which they think has increased in value. In the 
neighborhood of New Haven there is a landed property, contain- 
ing about fifty acres, which twenty years ago was assessed at a 
valuation of $21,000. Fifteen years ago the valuation was 
increased to $37,000; and to-day the official valuation is put at 
$110,000. In the United States the law of the State takes out 
of the owner each year its slice of the assumed increase of value, 


‘whether the property is sold or not, even if the value be an 


assumed one, never realized by the owner at any time. The 
Budget, on the contrary, proposes to take its toll after the owner 
has actually sold the property and has reimbursed himself for 
all outlay and has received ten per cent. of the profit. If the 
owner of land in America sells for a price less than the assessed 
value, he gets no rebate for the excess tax that he has paid; but 
in England, under the provisions of the Budget, unless he should 
sell for more than ten per cent. profit above all expenses, he would 
pay no increment tax at all. 

Reversion in law is the return of a property to the grantors 
or his heirs after the term of the estate granted is ended. The 








i 
| 
; 
| 
| 











ee 
essa ke 

















360 Yale Review. [Feb. 
custom of ground leases for a long period of years, while very 
common in England, is little practiced in America, except in some 
of the largest cities. The State in this country, in its collection 
of taxes, recognizes no one but the owner of the fee simple in 
land, and requires of him the annual tax both upon the land 
and the buildings that stand thereon, although they may be 
the property vf another. In New Haven, some of the most 
important buildings stand upon land leased from the Corporation 
of Trinity Church for a term of years, but the tax collector in 
the case of these buildings deals only with Trinity Church. 
Now, when ground leases expire in England, the Budget imposes 
a duty of ten per cent. on the value of the benefit accruing 
to a lessor at the termination of a lease of land. By value 
of benefit is meant the amount (if any) by which the total value 
of the land at the end of the lease exceeds the total value at the 
time of the original grant. The most important exemptions 
from the operation of this tax are (1) leases of agricultural land, 
(2) leases running not more than twenty-one years, (3) cases 
in which a reversion was purchased before April 30, 1909, and 
the lease terminates within forty years of that date. 

The last of the land taxes imposed by the Budget is the Mineral 
Rights Duty. It is levied on all mining royalties, dead rents, and 
all other rights to work minerals, and on mineral wayleaves, 
or, as we should say, franchises. It is not to be charged on 
common brick clay, brick earth, sand, chalk limestone or gravel. 
By this method the Budget attempts to recover for the community 
some of the enormous amount paid every year to landowners 
for the right to work minerals. The owners of the land now 
levy royalties on every ton of minerals brought to the surface 
from mines, whether the undertakings are paying or not. Way- 
leaves are sums charged, sometimes in a lump, and sometimes 
at a tonnage rate, for permission to bring minerals from a mine 
to a railway, a port, or a canal. Sometimes the wayleaves are 
paid in cases where the road is hundreds of feet below the surface 
of the ground. The amount charged as mineral rights duty 
is one shilling in the pound or five per cent. of the royalty; 
where the owner works the minerals himself, he is to be charged 
on what he might have received if he had let the minerals. It 
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was in connection with this duty that one of the most important 
changes was made during the passing of the Budget through the 
House of Commons. The original proposal was to lay an annual 
duty of a halfpenny in the pound on the capital value of minerals, 
after deducting the costs of bringing into working, and allowing 
for minerals that had been taken out. This would have con- 
stituted a tax of one-fifth of one per cent. on the estimated 
capital value, and it must be clear to the thoughtful student that 
the original proposal would have been far more difficult to 
administer justly than the method finally adopted. On this point 
of the change in the form of the tax, there is one quotation from 
Mr. Lloyd-George’s powerful Newcastle speech on October gth, 
1909, that should be quoted here. “There has been one altera- 
tion with regard to one tax, and that is with regard to mineral 
rights. They complained when we taxed mineral rights. They 
said: ‘We do not object to pay the tax; all we do object to is 
the form of the tax.’ And they said it was uncertain. I said, 
Very well: it was not the form I cared for so much as the 
substance. So I said that I was quite prepared to accommodate 
them. I did not want an uncertain tax—and they said that so 
long as the tax was a certain one they preferred paying more. 
Well, I said, I was prepared to meet them. I said the present 
uncertain tax will produce £175,000. So I altered it to a tax 
on mining royalties, which was certain, and produced £350,000. 
They are not a bit better pleased. You cannot satisfy some 
people.”’ 

In conclusion, to summarize the arguments against or the 
criticisms of the Budget that are worth serious consideration 
will require neither much time nor effort. History has very 
largely repeated itself with Mr. Lloyd-George as with Mr. 
Chamberlain’s “unauthorized program” in 1885. One who 
examines the criticisms of Tory orators or editors will be 
impressed by their weakness and their dishonesty. In the absence 
of sound argument, they have resorted to unjust abuse; the 
common cry has been to call the Budget socialism, confiscation, 
robbery, revolution. This misleading charge was exploded from 
two opposite sources. Viscount St. Aldwyn, better known in 
the past as Sir Michael Hicks-Beach, Tory Chancellor of the 
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Exchequer during the Boer War, and in the opinion of some 
people the best of living Tories, said in a letter to the Times 
that the Budget was neither socialism nor revolution. On the 
other hand, Mr. H. M. Hyndman, the famous extreme socialist 
and founder of the Social Democratic Federation, denounced the 
Budget as in no sense socialism. If it be remembered that 
socialism is a’ Protean word, meaning one thing to one man and 
a quite different thing to another man, the conclusive reply to 
this criticism of the Budget is found in these noble words of 
Mr. Chamberlain, spoken at Warrington, on September 8, 1885; 
“T shall be told to-morrow that this is Socialism. I have learned 
not to be afraid of words that are flung into my face instead 
of arguments. Of course it is Socialism. The Poor-law is 
Socialism. The Education Act is Socialism. The greater part 
of municipal work is Socialism, and every kindly act of legisla- 
tion by which the community has sought to discharge its responsi- 
bilities and its obligations to the poor is Socialism, but it is none 
the worse for that. Our object is the elevation of the poor, of 
the masses of the people—a levelling up, by which we shall 
do something to remove the excessive inequality in social life 
which is now one of the greatest dangers as well as a great 
injury to the State.” 

The other criticisms of the Budget by Tory orators—that it 
would terribly injure the building trade and retard the develop- 
ment of building land; that it constitutes a dangerous attack 
on capital, and would drive capitai from England; that it would 
destroy the public confidence essential to business prosperity; 
that it involves gross injustice to the owner of land as compared 
with the owner of other property—all these are easily disproved 
from the history of the United States and Canada, and under 
the touch of common sense and reason, vanish at once. The 
hypocritical character of Lord Lansdowne’s claim that the Budget 
was rejected by the House of Lords in order that it might be 
submitted to the people on a referendum, was clearly revealed as 
soon as the campaign for the General Election opened. Neither 
he nor any other Tory leader discussed the principles of the 
Budget, but simply denounced it as socialism and revolution. 


GeorceE L. Fox. 
New Haven. 
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T is a singular fact that while the recent tariff controversy 
has laid bare the greed of manufacturers and the necessities 
of consumers, the larger budgetary problem of equating revenue 
and expenditure has hardly been touched. The hue-and-cry 
after law-breakers by our stalwart conservators of national 
resources has arrested public attention to such an extent that in 
the excitement of the chase we have lost sight of the need of 
immediate thrift in our budget-making. To be sure, economy 
is now the watchword in the executive offices at Washington; 
but in view of the lavish appropriations by Congress, the efforts 
of the present administration to pare down departmental esti- 
mates by a few hundred thousand dollars resemble Mrs. Parting- 
ton’s celebrated enceavors to sweep back the ocean with a broom. 
The President is trying to save at the bung, while Congress 
is wasting at the spigot. Observing our methods of congres- 
sional finance, an intelligent Englishman is sure to ask, “Where 
is your Chancellor of the Exchequer—your responsible min- 
ister charged with the duty of making up the budget?” Where, 
indeed. The absence of anyone in Congress or out who can 
coordinate estimates of receipts and expenditures into a project 
of law, suggests the observation that with all their talent as 
money-getters, the American people have not applied to national 
finance the elementary principles upon which they insist in 
their private business. The omission is strange, but not 
inexplicable. 
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When the first Congress undertook in 1789 to establish exec- 
utive departments, it exhibited in no uncertain way its belief in 
the separation of the legislative and executive organs of govern- 
ment. The necessity of organizing a department of treasury 
under a single head was generally admitted; but the precise 
relation of such a treasury official to the House of Representatives 
gave rise to a lively debate. The bill brought in by the com- 
mittee to which the matter was referred provided for a secretary 
of the treasury whose duty it should be “to digest and report plans 
for the improvement and management of the revenue, and for 
the support of the public credit; to prepare and report estimates 
of the public revenue, and the public expenditures,” etc. There 
is good reason to believe that Alexander Hamilton had no little 
influence in framing this bill. At all events, he was active in 
the work of setting up the new government, and his views 
were bound to have weight with a strong element in Congress. 
Perhaps it was this very circumstance that aroused opposition in 
the House. Objection was at once raised to the words “digest 
and report plans.” “What is meant by reporting plans?” asked 
Gerry of Massachusetts. “It surely includes the idea of origi- 
nating money bills, that is, a bill for imposing the revenue, or, in 
other words, for bringing revenue into the treasury. For, if 
he is to report plans, they ought to be reported in proper form 
and complete. This is giving an indirect voice in Legislative 
business to an Executive officer.” On the other hand, the 
immense advantage of having an officer like the British Chan- 
cellor of the Exchequer was pointed out. It was argued that 
the members of the House would perform their duties more 
effectively if a secretary of the treasury were to present a well- 
digested financial programme. “There are no persons in the 
Government,” said Boudinot, presciently, “to whom we could 
look with less propriety for information on this subject [finance] 
than to the members of this House. We are called from the 
pursuit of our different occupations, and come without the least 
preparation to bring forward a subject that requires a great 
degree of assiduous application to understand; add to this the 
locality of our ideas, which is too commonly the case.” 
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The upshot of this earnest debate was an amendment to the 
bill which substituted the word prepare for report in the first 
clause. The purport of this amendment is obvious: the House 
would receive information—even digested information—from 
the Secretary of the Treasury, but nothing in the shape of pro- 
jects of law. It was a momentous decision, for in the long 
run it made impossible a ministerial relationship between the 
House of Representatives and the head of the Treasury Depart- 
ment. Hamilton, to be sure, as first Secretary of the Treasury, 
magnified his office. Disregarding common opinion, which was 
inclined to hold that heads of departments should communicate 
with Congress through the President, he addressed his great 
reports directly to the House. Not only so, but he assumed 
toward his colleagues in the President’s cabinet a sort of headship. 
For a moment, indeed, it seemed as though the Secretary of 
the Treasury might become a veritable Chancellor of the 
Exchequer. But Hamilton had no successor capable of sus- 
taining the role which he had essayed. Moreover, Congress 
took pains to erect barriers in the way of what was termed exec- 
utive interference. 

The drift away from such British ideals as swayed Hamilton 
can be measured in no better way than by noting the attitude 
of recent Secretaries of the Treasury toward the financial work 
of Congress. Secretary MacVeagh is quoted as saying last 
March, apropos of the Payne Bill, “It is a pleasure to note the 
manner in which the committee has responded to the general 
expectation of the people as to a genuine revision of the tariff 

As to the amount of revenue that the operation of 
the bill would produce, I at present accept the conclusions of 
the committee itself. It must always, however, remain a mat- 
ter of uncertainty as to what the revenues will be.” Had the 
Secretary sat in the diplomatic gallery of the House, he could 
hardly have exhibited greater detachment, and less of a sense 
of responsibility for the impending measure relating to the 
revenue. His predecessor, Mr. Cortelyou, confessed his power- 
lessness to avert raids upon the Treasury in this wise: “It 
lies within the sphere of the Treasury Department to call the 
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attention of Congress to the estimated income and the estimated 
outgo for the coming year; but no authority exists—except in the 
veto power of the President—to bring the one within the limits 
of the other. . . . In the matter of public buildings repre- 
sentatives from all over the country are naturally anxious to 
secure the largest possible appropriations for their districts, 
letting economy rest with someone else... . In many 
instances, the buildings authorized are found to be unnecessary 
for the public business and such as could well be postponed for 
several years at least. But the Secretary of the Treasury has 
no voice in the matter.” Circumstances, in short, have brought 
it about that the annual report of the Secretary of the Treasury 
is a perfunctory document, so far as its influence upon legisla- 
tion is concerned. It is in no true sense a budget, but only a 
“plan,” as Congress was determined that it should be. 

Even before Hamilton vacated his office in 1795, his influence 
was on the wane. _ Resenting his active management of the 
Federalist following in Congress and gaining a greater sense 
of self-sufficiency, the House of Representatives created a stand- 
ing committee on Ways and Means “to take into consideration 
all such reports of the Treasury Department and all such prop- 
ositions relative to the revenue as may be referred to them by 
the House; to inquire into the state of the public debt; of 
the revenue; and of the expenditures; and to report, from time 
to time, their opinion thereupon.” The rise of standing com- 
mittees of the House has prevented any further development of 
the ministerial function of the heads of the executive depart- 
ments. Fisher Ames discerned the drift clearly when he wrote 
to Hamilton in 1797: “The heads of departments are chief 
clerks. Instead of being the ministry, the organs of the executive 
power, and imparting a kind of momentum to the operation of 
the laws, they are precluded even from communicating with the 
House by reports. . . . Committees already are the ministers.” 

All the: world krtows that it is from the powerful Committee 
on Ways and Means of the House of Representatives that our 
revenue bills emerge; but no one knows precisely what amounts 
will flow into the Treasury from these bills, if they become 
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laws; and no one knows even approximately whether these 
revenues will cover the disbursements authorized by Congress. 
The confusion which inevitably attends all efforts at budget- 
making is increased by the unhappy circumstance that revenue 
is not the sole object for which tariff bills are drawn. It would 
be comparatively easy to draft revenue bills which would balance 
probable appropriations, were it not for the clamor of varied 
interests for protection. The members of the Committee on 
Ways and Means are summoned to serve two masters. 

Down to the close of the Civil War, the Committee on Ways 
and Means had jurisdiction over appropriation bills as well as 
over revenue bills, together with a general oversight over the 
expenditures of the departments. The burden being too great 
for a single committee, the House established in 1865 a general 
Appropriations Committee, which was to relieve the Committee 
on Ways and Means of the preparation of bills for public 
expenditures. In 1880, authority was conferred upon the Com- 
mittee on Agriculture to receive estimates and report appropria- 
tions. Three years later, the Rivers and Harbors Committee 
was established, with implied authority (now recognized by 
established practice) to report appropriations for permanent 
improvements in rivers and harbors. In 1885, the process of 
parceling out the powers of the Committee on Appropriations 
was continued, so that at the present time some seven or more 
committees are authorized to report appropriation bills calling 
for the expenditure of vast sums from the national treasury. 
Six of the large appropriation bills, however, are still reported 
by the Appropriations Committee. The result of this develop- 
ment is a lamentable dispersion of responsibility. No one 
committee can properly be held to account for congressional 
extravagance. Each committee has within its purview only the 
expenditures contemplated for a single object or group of 
objects. A member of the Rivers and Harbors Committee may 
become profoundly solicitous for certain items in the bill to be 
reported by his committee and thus lose utterly a sense of 
proportion between local wants and national expediency. 

It would be unfair, however, to hold the House of Representa- 
tives alone responsible for waste and extravagance in the man- 
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agement of our national finances. The Senate has not used 
its influence on the side of economical administration. During 
the first session of the last Congress, twelve bills carrying appro- 
priations amounting to $743,907,820 passed the House. When 
these bills had run the gauntlet in the Senate, the total appro- 
priation had mounted to $817,361,374. In every instance the 
Senate added to the amounts appropriated by the House; and 
the bills finally agreed upon in conference and eventually passed 
by Congress, exceeded in every particular the sums which had 
been appropriated by the House. 

In the Fifty-ninth Congress, the House Committee on Appro- 
priations, under the lead of Mr. Tawney, made an interesting 
attempt to regain a general control and oversight over the various 
appropriation bills. Whenever any dubious items appeared 
among the general appropriations, some member of the Appro- 
priations Committee was sure to interpose an objection, on the 
ground that general appropriation bills may not contain any 
expenditure which has not been authorized previously by law. 
This rule (No. XXI) is one of long standing, but under pres- 
sure of business it has been frequently waived by unanimous 
consent. In this somewhat irritating fashion, Mr. Tawney’s 
lieutenants struck out many unwarranted items in the bills 
reported by various committees. But when the Committee on 
Appropriations brought in their regular bill for legislative, execu- 
tive and judicial expenses, they were discomfited by similar tac- 
tics, and only by the timely aid of the Committee on Rules could 
they save their bill from impending disaster. The Committee 
on Appropriations has not repeated this bold bid for control over 
other committees which report appropriations, and with the 
exception of such influence as it can exercise through the House 
organization, it is as impotent as ever to check congressional 
extravagance. Whether the House of Representatives can 
evolve a means of unifying the budget is a matter of legitimate 
doubt. 

Meantime the Senate seems to be on the point of grappling 
with the problem. At the opening of the Sixty-first Congress 
last March, Senator Aldrich proposed the establishment of a 
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new Senate committee on Public Expenditures, to be composed 
of the chairmen of the various committees having charge of 
appropriation bills, together with certain Senators specially desig- 
nated. The chairman of the Committee on Appropriations was 
to be chairman of the new committee. The powers of the Com- 
mittee on Public Expenditures were defined in a subsequent reso- 
lution. It is authorized to investigate, by subcommittee or other- 
wise, the amount of the annual revenues, the expenditures and 
business methods of the various departments of the government, 
and to report to the Senate “the relation between expenditures 
and revenues, and possible improvements in Government 
methods.” 

Great expectations have been aroused in certain quarters by 
this innovation. The creation of a committee with such a per- 
sonnel has been hailed as an epoch-making event in the history 
of congressional finance. Such ardent hopes, however, must 
be somewhat tempered by the consideration that this is only a 
committee of the Senate. Granting that its reports and recom- 
mendations will have great weight in the Senate chamber, dis- 
interested observers will still entertain doubts as to its influence 
upon the financial legislation of the House. Indeed, if a similar 
committee were organized in the House, harmonious action would 
be achieved only as Senate and House happened to have the same 
political complexion. A Republican Senate and a Democratic 
House have not in times past exhibited that single-hearted devo- 
tion to public economy at the expense of partizan advantage 
which Utopians would like to witness. 

Finally, an item in the last sundry civil appropriation bill has 
given rise to a faint hope that unification of the national budget 
may come about by the initiative of the executive. If the Sec- 
retary of the Treasury, on receiving the regular annual estimates 
of appropriations needed by the several departments, finds that 
the total exceeds the amount of estimated income from the 
revenues, he is to transmit a detailed statement of all the esti- 
mates to the President, “to the end that he may, in giving Con- 
gress information of the state of the Union and recommending 
to their consideration such measures as he may judge neces- 
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sary, advise the Congress how, in his judgment, the estimated 
appropriations could, with least injury to the public service, be 
reduced so as to bring the appropriations within the estimated 
revenues; or, if such reduction be not, in his judgment, practica- 
ble without undue injury to the public service, that he may recom- 
mend to Congress such loans or new taxes as may be necessary 
to cover the deficiency.” In a letter to his subordinates in the 
Treasury Department, Secretary MacVeagh announced that the 
President was bent upon a careful scrutiny of the estimates of 
the departments in connection with the estimates of revenue. 
“There is clearly a new disposition,” wrote the Secretary, “not 
only in the Executive Government, but in Congress, toward such 
consideration and study of the Government expenditures as will 
bring about a responsible relationship between the expenditures 
and the revenues.” 

It requires a very sanguine temperament to believe that much 
will be accomplished by presidential initiative. Unless Con- 
gress undergoes a change of heart, a recommendation of economy 
from the other end of Pennsylvania Avenue will be as useless 
as the reports of the Secretary of the Treasury, which accumulate 
dust in the committee rooms of the Capitol. Recommendations 
must be backed by a consciousness of power, if they are to have 
projective force. Now there is nothing in the Constitution 
which expressly forbids the President to veto items of appro- 
priation bills. On the contrary, the power may fairly be inferred 
from the clause which requires his assent to “every order, reso- 
lution or vote, to which the concurrence of the Senate and House 
of Representatives may be necessary (except on a question of 
adjournment).” Thirty States now permit the governor to 
veto items in appropriation bills. This would seem to be a proper 
field for the expansion of the Constitution by usage. It is 
safe to say nothing would contribute so much to the 
unification of the national budget and to national economy as a 
fearless use of the veto power against improper items in appro- 
priation bills. , 

Twenty years ago Mr. Bryce wrote: “Under the system of 
congressional finance here described America wastes millions 
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annually. But her wealth is so great, her revenue so elastic, that 
she is not sensible of the loss. She has the glorious privilege of 
youth, the privilege of committing errors without suffering from 
their consequences.” But the halcyon days of youth cannot last 


forever. 
ALLEN JOHNSON. 


Bowdoin College. 








og 


5 ed 










nah ee eens Be Moe ae 


ee 





THE FEDERAL CORPORATION TAX AND MODERN 
ACCOUNTING PRACTICE. 





CONTENTS. 


Conflicting legal definitions of accounting terms, p. 372; accountants’ 
criticisms of the Federal Corporation Tax Law, p. 373; the official interpre- 
tations of the provisions of the law, p. 375; definitions of the term ‘‘Gross 
Income,’’ p. 377; the authorized deductions from ‘‘Gross Income,’’ p. 378; 
minor bookkeeping and accounting problems involved in the assessment of 
the tax, p. 384; the treatment of extraordinary and extraneous income in the 
tax returns, p. 385; sinking fund payments and amortization, p. 387; fluctu- 
ations in the value of current assets, p. 387; the application of the tax to 
‘*paper profits,’’ p. 388; conclusion, p. 389. 


T is not uncommon in these days for legislatures to enact 
revenue measures in utter disregard of modern accounting 
principles. Unfortunately accounting terminology is frequently 
employed in tax legislation without reference to the proper mean- 
ing as applied in business practice. In the tax laws of many of 
the States, for example, “intangible assets” are defined as stocks, 
bonds, mortgages and other forms of securities, whereas in 
accounting practice the same term represents merely the “good- 
will, franchises, patent rights,” etc., of a business. The defini- 
tions of “gross earnings,” “profits,” “income,” “revenue,” 
“capital,” etc., are likewise frequently applied in taxation in a 
sense differing from the meaning ordinarily attached thereto by 
accountants. Disagreement and confusion in the use of account- 
ing terms is common to much of the legislation relating to cor- 
porations. Moreover, the decisions of both the Federal and 
the State courts as to the proper interpretation of accounting 
terms are exceedingly unsatisfactory and in many cases incom- 
patible with business practice. Any attempt to harmonize them 
into a set of general rules and principles appears a hopeless 
task. At one time the Supreme Court of the United States’ 


* Eyster vs. Centennial Board of Finance, 94 U. S., p. 503. 
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decided that “profits” are merely receipts over expenditures 
with no consideration given to depreciation. Other court 
decisions hold a contrary view, some agreeing to the established 
accounting principle that net profits are not finally determined 
until all losses due to waste, depreciation and obsolescence of 
both fixed and circulating assets are made good. 

In view of the confusion existing in the definition and use of 
accounting terms by legislatures and the law courts, the recently 
enacted Federal corporation tax law might be expected to meet 
with condemnation and disapproval on the part of business men 
and accountants. On July 8, 1909, just previous to the final 
passage of the Act, a number of the leading accounting firms 
addressed a letter to the Attorney-General calling attention to the 
radical defects of the measure, which they characterized as 
impossible of application and utterly out of harmony with modern 
accounting practice. The important provisions of the law to 
which objections have been raised are as follows: 


Sec. 38. That every corporation, joint stock company or association, 
organized for profit and having a capital stock represented by shares, and 
every insurance company, now or hereafter organized under the laws of 
the United States or of any State or Territory of the United States or under 
the acts of Congress applicable to Alaska or the District of Columbia, or 
now or hereafter organized under the laws of any foreign country and 
engaged in business in any State or Territory of the United States or in 
Alaska or in the District of Columbia, shall be subject to pay annually a 
special excise tax with respect to the carrying on or doing business by such 
corporation, joint stock company or association, or insurance company, equiv- 
alent to one per centum upon the entire net income over and above five 
thousand dollars received by it from all sources during such year, exclusive 
of amounts received by it as dividends upon stock of other corporations, joint 
stock companies or associations, or insurance companies, subject to the tax 
hereby imposed; ... . 

Such net income shall be ascertained by deducting from the 
gross amount of the income of such corporation, joint stock company or 
association, or insurance company, received within the year from all sources, 
(first) all the ordinary and necessary expenses actually paid within the year 
out of income in the maintenance and operation of its business and 
properties, including all charges such as rentals or franchise payments, 
required to be made as a condition to the continued use or possession of 
property; (second) all losses actually sustained within the year and not 
compensated by insurance or otherwise, including a reasonable allowance 
for depreciation of property, if any, and in the case of insurance companies 
the sums other than dividends, paid within the year on policy and annuity 
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contracts and the net addition, if any, required by law to be made within 
the year to reserve funds; (third) interest actually paid within the year on 
its bonded or other indebtedness to an amount of such bonded and other 
indebtedness not exceeding the paid-up capital stock of such corporation, 
joint stock company or association, or insurance company, outstanding at the 
close of the year, and in the case of a bank, banking association or trust 
company, all interest actually paid by it within the year on deposits; .. . 


Aside from the protest against the requirement that the tax 
return cover the calendar year, the principal criticism of the 
measure from an accounting view-point is directed against the 
phraseology defining “net income.” The language of the Act 
is so crude and the definitions so absurd and so contrary to 
accepted principles of accounting that it has been justly con- 
demned as applicable only to the bookkeeping methods of the 
Middle Ages. The defects can be ascribed to hasty and care- 
less legislation. Members of Congress, with but few exceptions, 
were utterly indifferent to the provisions of the bill, the belief 
prevailing that when handled by the executive and judicial 
branches of the Government, the measure would reach some final 
adjustment, or more likely, complete extinguishment. The 
official interpretation of the provisions concerns us more than the 
language of the Act itself. 

In the letter of the accountants addressed to the Attorney- 
General, the objections to the proposed tax were shown to center 
about the provision requiring “net income” to be ascertained 
by deducting from the gross amount of income received, expenses 
actually paid, losses actually sustained and interest actually paid. 
The use of the expressions “actually paid” and “actually sus- 
tained” in the calculation of net income naturally created con- 
sternation among the accounting profession. Modern account- 
ing, especially as regards the determination of net profits, rests 
upon the principle that “income” is to be distinguished from 
“receipts” and “expenses” from “disbursements.” Prior to 
the advent of the corporate form of business organization, book- 
keeping was concerned almost exclusively with tracing out the 
movements of cash. The accounts showed the amounts and 
the sources of cash received and the manner in which it was 
disbursed. The main purpose of the early accounting methods 
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was the testing of the honesty of the employees handling cash. 
The gauging of the proprietors’ profits or the results of indi- 
vidual transactions was of secondary importance. In modern 
times this condition is reversed. Present day accounting aims 
to exhibit in correct and intelligible form the net gain or loss 
of business operations independent of the movements of cash 
therein. The tracing of the actual receipts and the actual dis- 
bursements of cash, though an important part of every accounting 
system, has no direct relation to the results of the business oper- 
ations, and is absolutely no gauge of the net losses or gains 
incurred in a specific period of time. Profits may be earned, 
though not actually realized in cash. Items of expense are fre- 
quently incurred, though not yet due and not yet paid. These 
principles are so commonplace and so widely accepted by all 
acquainted with business affairs that an apparent attempt to 
insert in a tax measure an obsolete method of determining 
income justly arouses the bitterest opposition. 

But, whatever may have been the motives or intentions in 
endeavoring to define by legal enactment a method of computing 
net income in direct violation of prevailing practice, certainly 
the interpretations of the objectionable provisions of the law by 
the Secretary of the Treasury demonstrate that effort is made 
in the application of the tax to comply with actual accounting 
practice. The situation is interesting in view of the conflicting 
opinions regarding the nature of the tax expressed by the Attor- 
ney-General and by the executive officials of the Treasury Depart- 
ment. The Attorney-General, in his reply to the accountants, 
stated that the proposed tax was not on “profits” but on “the 
entire net income over and above five thousand dollars received 
by the corporation subject to the law.” The return, therefore, 
requires statements of actual receipts and payments, and not of 
profits “gained,” expenses “incurred,” interest “accrued” and 
losses “‘ascertained.”” The Secretary of the Treasury evidently 
does not approve of this view, which assesses the tax in as absurd 
a manner as when a poll tax is levied according to the length of 
the individual’s nose or the color of his eyes and the texture of 
his hair. The official instructions concerning the form of returns 
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and the manner of assessing the tax specifically state that the 
tax is levied on net profits. The expression “net income’ js 
used merely “because there can be no question as to it embracing 
amounts of income received from .. . any source, while 
there might be some question as to whether or not such items 
would be included in the expressions ‘gross profits’ or ‘gross 
earnings.’” ~ 

A detailed study of the official regulations for making up 
the tax returns gives convincing evidence that it is the intention 
of the administrators of the law to interpret the provisions as far 
as possible in accordance with prevailing accounting principles. 
The Secretary of the Treasury, when considering the vexed 
question of interpreting the law, is reported to have consulted 
eminent accounting experts, who suggested or approved the 
rules and regulations drafted for the enforcement of the measure. 
The official definitions of the terms “gross income,” “income,” 
“profits,” etc., conform very closely to the definitions commonly 
accepted by accountants and others concerned with business 
affairs. The application of the tax is thereby rendered much 
more practicable and effective than would have been the case had 
the opinions expressed by the Attorney-General been allowed to 
stand. 

The official “softening’’ of the objectionable provisions of the 
law is accomplished partly through a classification of corporations 
subject to the tax according to the nature of their business. 
From each class a separate form of return is required. The 
classification is as follows: ; 

(1) Banks and other financial institutions, including insurance 
companies. 

(2) Transportation companies. 

(3) Manufacturing corporations. 

(4) Mercantile corporations. 

(5) Miscellaneous corporations. 


Under the law no special provision is made for mining corpo- 
rations, and they are classed as manufacturing companies. 

The definition of net income as required by law to be stated in 
the tax returns is adjusted to the nature of the business of each 
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class. The rules prescribed are palpable efforts to correct the 
absurd accounting methods proposed in the law. The “gross 
income” of banks, insurance companies and transportation com- 
panies is officially defined as “the gross revenue derived from 
the operation and management of the business, together with 
all amounts of income . . . . derived from all other sources.” 
The word “revenue” is undoubtedly used advisedly in preference 
to “receipts.” The Interstate Commerce Commission desig- 
nates “revenue” as the gross earnings (i. e., receipts from opera- 
tion), exclusive of “income” from investments and outside 
sources. Miscellaneous receipts are designated in the Interstate 
Commerce Commission schedules as “other income’ and are 
not included under the operating revenues. In the tax returns, 
however, “gross income” has a wider application than is ordi- 
narily implied in “gross revenue,” since it embraces income 
received from all sources, including the profits from the sale 
of capital assets. Assuming transactions to be on a cash basis, 
the “gross income” of transportation companies, according to 
the tax returns, conforms very closely to actual cash receipts. 
In the case of banks and other concerns, however, where cash 
or an equivalent is the commodity dealt in, a decided distinction 
between gross revenue and gross receipts is intended in the 
prescribed methods of making up the tax returns. 

In the case of manufacturing and mercantile corporations, the 
official interpretations clearly distinguish “gross income” from 
“actual receipts.” “Gross income” of manufacturing concerns 
is defined as “the total amount ascertained through an accounting 
(through an inventory in the case of mercantile corporations) 
that shows the difference between the price received for the 
goods as sold and the cost of such goods as manufactured.” The 
cost of the goods “shall be ascertained by an addition of a 
charge to the account of the cost of the goods as manufactured 
during the year the sum of the inventory at beginning of 
the year and a credit to the account of the sum of the inventory 
at the end of the year.” To the resulting balance, the items of 
other income or profit not already subject to the tax are to 


be added. 
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Though this method of accounting conforms to the prevailing 
practice, corporations making the return will experience serious 
difficulties from the requirement in the official regulations that 
in the gross income no account shall be taken of “allowances 
for depreciation of property nor for losses sustained which are 
to be taken account of in ascertaining the net income subject 
to the tax under the proper heading in the authorized deductions.” 
The problem of correct depreciation accounting is extremely 
important in modern business operations, and an endeavor to 
apply specific methods, as we shall point out later, is bound to 
meet with serious opposition. 

In reference to the statutory deductions by which net income 
is determined from gross income, the Treasury Department’s 
regulations seem to controvert in every detail the language of 
the Act. The law as finally enacted specifically provides that 
“net income shall be ascertained by deducting from the gross 
amount of the income . . . received within the year . 
(first) all the ordinary and necessary expenses actually paid 
within the year out of the income in the maintenance and opera- 
tion of its business and properties; (second) all losses actually 
sustained within the year and not compensated by insurance or 
otherwise, including a reasonable amount for depreciation . 
and (third) interest actually paid within the year on its bonded 
or other indebtedness to an amount of such bonded or other 
indebtedness not exceeding the paid up capital of the corpora- 
tion.” Heedless of the literal meaning of these provisions, 
which if carried out to the letter would have rendered the Act 
impossible of application, the Secretary of the Treasury inter- 
prets them in accordance with correct accounting principles. 
He admits that “to hold that the phrase ‘actually paid within the 
year’ requires evidence of actual disbursement in cash during 
the year, would prohibit anything like accurate returns being 
made by any corporation and would render it impossible to 
carry out the main purpose of the law.” The authorized deduc- 
tions, therefore, are made to include all expense items “acknowl- 
edged as liabilities by the corporation making the return and 
which are entered as such on the books from January Ist to 
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ng December 31st.” In other words, net income is to be “made 
us up from the ledger and not from the cash book.” 
lat In asecrtaining the “ordinary and necessary” expenses 
eS included under the authorized deductions, the manufacturing and 
re mercantile corporations carrying supplies of materials on hand 
ct are instructed to include in such expenses and charges only the 
.” cost of the materials and supplies actually disbursed and used 
ly in the operations covering the year in which the returns are 
to made. This is demanded by every sound system of accounting. 
to The tax return, however, covers the calendar year—a provision 
not objectionable in itself, but one that is likely to cause consid- 
le erable expense and inconvenience to corporations with fiscal 
s years not coinciding with the calendar year. A correct state- 
of ment of profits necessarily requires the taking of an inventory | 
at or its equivalent. This generally involves considerable expense, 
3s delay and inconvenience. The necessity of a special inventory 
because of the tax is a just source of complaint on the part of 
d : the corporations whose fiscal year differs from the calendar year. 


. To avoid as much friction as possible in collecting the tax for 
the calendar year of 1909, the instructions issued by the Treasury 


r Department provide that “Where an inventory or its equivalent 
was not taken at the close of the year 1908, a supplementary 
1 statement showing such inventory approximately must be sub- 


mitted with the return.” No similar substitution of an inventory 
in succeeding years is permitted in the returns. 

The requirement of a separate statement of depreciation 
' expenses under the authorized deductions will likewise cause 
considerable inconvenience and difficulty to 1aany corporations, 
necessitating in some instances complete alteration in the methods 
of computing depreciation, obsolescence and general deteriora- 
tion of property. The methods of charging such losses vary 
with different concerns. In some industries expenses covering 
depreciation are intricately woven with the expenses of repairs 
and renewals, resulting in the absence of separate depreciation 
accounts. In others, again, the various kinds of depreciation 
and deterioration are charged to separate accounts. Some items 
of depreciation are properly included among the ordinary 
expenses of maintenance and operation, whereas other items are 
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met by appropriations for new construction, betterments, etc., 
or are met by income from special sources not credited to the 
revenue account. No better illustration of the complex system 
of charging off depreciation or extinguishment of assets prevail- 
ing in a modern corporation is afforded than that of the United 
States Steel Corporation. The income account exhibited in the 
published reports of this gigantic industrial combination shows 
four general items of expense wholly or partly of the nature of 
depreciation or amortization charges. These are 





(1) Sinking funds on bonds of subsidiary companies. 

(2) Depreciation and extinguishment funds (regular provi- 
sions for the year). 

(3) Extraordinary replacement funds (regular provisions 
for the year). 

(4) Special replacement and improvement funds. 


These items, though partly chargeable to capital account, on 
the ground of promoting increased efficiency and earning 
capacity, are considered by the managers to be a proper charge 
against current earnings. Whether, under strict accounting 
principles they would in all cases be allowed to stand as necessary 
depreciation expenses under the authorized deductions is largely 
a matter of opinion. Depreciation accounts, reserves and sink- 
ing fund accounts are not necessarily entries of actual and 
tangible transactions. They are records of provisions occasioned 
by current or prospective losses in value. The money value of 
the provisions therefore must at all times be estimated, the exact 
amount not being capable of absolute determination in advance. 
The estimates, however, should be based on expert opinion and 
the lessons of experience, and it is a matter of business policy 
with accountants to leave such matters to the managers and 
directors.’ 

*The annual report of the International Harvester Company contains a 
lucid explanation of the character of the depreciation and extinguishment 
charges in a modern corporation of large size and extensive activities : 
“RESERVES FOR PLANT DEPRECIATION AND EXTINGUISHMENT: 

“The annual appropriations from earnings for depreciation and extinguish- 
ment reserves constitute the necessary provision for the impairment and 


consumption of the plant assets utilized in the output of the product and 
should prove sufficient to reproduce the properties as their replacement 
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The diverse methods of providing for depreciation in under- 
takings having comparatively simple and uniform operations 
such as the railroad companies was well exhibited when the 
Interstate Commerce Commission prescribed equipment depre- 
ciation accounts for railroads. The railroad companies most 
active in protesting against the keeping of such accounts were 
among the largest and best equipped in the land. It was claimed 
on the part of some of these companies that the renewals and 
repairs to their equipment were made at a rate which tended 
to maintain the property at a uniform standard of efficiency at 
all times. Accordingly, there was no necessity for depreciation 
accounts on their books. A number of other railroads, includ- 
ing the Pennsylvania, the Baltimore & Ohio and the Norfolk 
& Western, provided for the depreciation of equipment largely 
through interest and sinking fund charges on their equipment 
obligations. Probably in no two important railroad systems were 
the methods of treating depreciation charges identical. 

Although the purpose of a depreciation account is to show the 
amount set aside from current income for losses in the value of 
assets due to use or obsolescence, the methods of accounting for 
such losses vary according to the nature of the business and the 
judgment of the proprietors or accountants. Professor Law- 
rence Dicksee, in his standard work “Advanced Accounting,” 
describes in detail six different methods of computing deprecia- 


becomes necessary. Depreciation on plant property is based on rates estab- 
lished by recognized authorities. Amortization of ores is calculated at rates 
which will provide sinking funds sufficient to retire the whole of the Com- 
pany’s capital invested in mining properties before the extinguishment of 
the ore bodies. Timber depreciation is figured at the market values of 
stumpage for the various kinds of timber cut. This stumpage provision 
will equal the original cost of the timber properties when the present stand- 
ing timber is exhausted, after allowing a fair residual value for the lands 
either for reforestry or for agricultural purposes. 


“SPECIAL MAINTENANCE: 

“These reserves provide for relining of blast furnaces, maintenance of 
docks and harbors, and similar renewal work which is of a current nature, 
but which occurs at irregular intervals. To provide for the renewal when 
it becomes necessary the future cost of the work is apportioned over 
current operations. A reserve is also being created to provide for the 
elevation of certain railroad tracks in the City of Chicago, and an initial 
installment of $200,000.00 was set aside for this purpose in 1908.” 
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tion, each having advantages and disadvantages. Though for 
general accounting purposes all methods may be equally sound, 
the employment of one method rather than another may result 
in considerable disparity in the net income of different periods, 
The setting aside of a fixed amount each year to cover deprecia- 
tion of an important group of assets, instead of varying the 
amount according to the actual estimated depreciation or the 
actual estimated earning capacity of the assets in question, can 
easily result in a difference in the net earnings of the business 
during one year large enough to determine whether or not the 
tax shall be assessed. The claim may be properly made that a 
deficiency in net earnings in one year due to use of a varying 
annual rate of depreciation is offset by correspondingly increased 
earnings during other years, but unless it can be assumed that 
the tax will be fixed and permanent, this argument has no 
bearing on the problem under consideration. 

With mining companies the question of a “reasonable” allow- 
ance for depreciation is extremely complex and difficult of exact 
determination. The actual depreciation of the machinery and 
equipment can be determined within moderate limits, but the 
actual diminution of value in resources due to production may 
baffle the wisest expert. No provision is made in the law for 
the progressive depreciation or amortization of mine properties, 
but it seems safe to conclude that the corporations can include an 
estimate of such charge in the expenses of the year. 

The statutory requirement of a separation of depreciation 
charges from the ordinary and necessary expenses of operation 
and maintenance has an administrative advantage in gauging 
false returns. Unless, however, considerable freedom is per- 
mitted in estimating depreciation and similar expenses, serious 
friction and inconvenience will result. 

The statutory provision concerning losses to be deducted from 
gross income covers losses that are “actually sustained.” The 
expression “actually sustained” has been severely criticised by 
accountants, on the ground that the correct amount of losses 
chargeable against the income of a year is frequently not ascer- 
tained until a subsequent period. The distinction between losses 
“sustained” and losses “ascertained” is of considerable import- 
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ance in some industries. In transporation, in mining and in 
construction operations, the financial losses resulting from 
wrecks, accidents and other disasters are frequently not deter- 
mined until after a series of adjustments or legal adjudications 
extending over a period of years. It is the practice of many 
concerns to carry suspense accounts to cover liabilities of an 
uncertain nature. No provision permitting this, however, is 
found either in the law itself or in the regulations pertaining to 
its execution. 

The use in the law of the expression “actually paid” in con- 
nection with interest charges, if applied literally in the execution 
of the Act, would have been a gross violation of modern account- 
ing practice. Interest obligations are generally payable half- 
yearly, but the date of disbursement varies, not only with differ- 
ent corporations, but with different issues of securities of the 
same corporation. A corporation with interest charges payable 
at the end of January instead of December may show a different 
“actual” disbursement for the calendar year covered in the 
tax returns than is exhibited by the books of account. The 
omission from the financial statements of business concerns 
of liabilities accrued but not actually due or disbursed, is 
a fruitful source of fraud and deception. Accountants and 
auditors guard closely against this means of misrepresenta- 
tion. Hardly two years ago a secretary of a public service 
corporation issued a statement of net earnings on June 1 for 
the previous five months, putting in all the items of earnings 
and expense for the time, but ignoring the accrued interest on 
$750,000 of 5 per cent. bonds outstanding, on the ground that 
the coupons were not due until July 1 and were therefore not a 
liability at the time the statement was made up. The modern 
method of accounting, based on the system of accruals, is alto- 
gether contrary to this idea. It is the evident intention of the 
Treasury Department to follow accounting principles in spite of 
the phraseology of the law. ‘All expense items under the vari- 
ous heads acknowledged as liabilities by the corporations mak- 
ing the return are held to be proper deduction from gross 
income.” 

An interesting query arises as to whether liabilities acknow- 
ledged by a corporation on account of unpaid cumulative 
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dividends on preferred stock are a proper deduction from gross 
income. Cumulative dividends as a legal liability may differ in 
character from interest charges, but from a strict accounting 
point of view, the only distinction is that the payment of the 
dividends can be postponed indefinitely regardless of net earn- 
ings, whereas the interest charges are met from current income. 
In both cases, the charge is for the use of capital and remains a 
liability until paid. The general balance sheets of corporations 
ordinarily do not include back dividends on cumulative preferred 
shares among liabilities. This, however, is a matter of custom 
rather than reason. The indebtedness is a lien against surplus 
earnings and assets and is therefore a liability. In view of the 
accounting practice, there can be little doubt that in the returns 
made by corporations under the Federal corporation tax law, no 
deduction from gross income on account of cumulative dividend 
charges will be permitted though such charges may be “acknow- 
ledge as liabilities” and are “so entered on the books as to con- 
stitute a liability against the assets of the corporation making 
the return.” 


Aside from the relations of the new corporation tax law to 
the general principles of accounting practice a number of minor 
though not altogether unimportant bookkeeping and accounting 
problems are involved in the assessment of the tax. These will 
undoubtedly call for formal decisions on the part of both the 
administrative officials and the courts. The complexity of cor- 
porate organization and corporate activities has rendered practi- 
cally impossible the intelligent and accurate statement of the 
financial results of business corporations in the form of a brief 
schedule. Considerable latitude of variation from the exact 
facts in any particular case may result without a “wilful intent 
to defraud the Government of revenue.” Almost every state- 
ment of profits of a going concern, no matter how carefully and 
conscientiously drawn up is, at best, an estimate and not a 
statement of positive truth. Both English and American courts 
have held that inasmuch as the ascertainment of profits is 
necessarily a matter of estimate or opinion, “all that is required 
is that the estimates be fairly and honestly made without any 
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fraudulent intention or purpose of deceiving anyone and that 
they conform to the constitution of the corporation.”* It can 
hardly be expected, therefore, that in the determination of net 
income for the purpose of tax assessment, such processes as an 
inventory of the material on hand, the cost of finished or partly 
finished goods, the wear and tear of machinery and other equip- 
ment, liability to losses from bad debts, losses from obsolescence 
and extinguishment of assets, etc., etc., will be accounted for 
similarly in all corporations and will conform in every detail to 
actual fact. The earning of profits represents a continuous 
operation. Actual results can be definitely stated only when the 
business is wound up and all assets realized in the form of cash. 

The great diversity in the methods and activities of business 
corporations underlies many of the difficulties to be met with in 
taxing their net incomes on an equitable basis conforming to 
accounting practice. The endeavor to obviate these difficulties 
by a simple classification of business corporations into categories 
can be only partially successful. The methods of accounting 
in large corporations are frequently impractical when applied 
to small concerns of the same class. Capitalized items of expense 
in one case may constitute proper charges against income in 
the other, and small capitalization may effect a showing of 
profits which would be entirely wiped out under a large capi- 
talization. 

Without attempting to cover in detail any or all of the account- 
ing problems which may require adjustment in the assessment 
of the tax upon the net income of corporations, a few will be 
selected as illustrations of the difficulties that may be expected in 
the application of a general tax on corporate incomes. 

The treatment of extraordinary or extraneous income in the 
tax returns will undoubtedly be a source of controversy. Almost 
every corporation receives occasionally large items of income or 
experiences exceptional losses which are not the result, either 
directly or indirectly, of its operations. Such profits or losses 
may arise from the sale or transfer of fixed assets, from the 
issue or redemption of capital securities, or from the investment 
of special reserve or trust funds. The Federal law imposing 

* A. Lowes Dickinson: “The Profits of a Corporation.” 
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the tax on the income of corporations requires all such extrane- 
ous revenues to be added to the income of the year during which 
they are received and all such losses to be deducted. In the sale 
of fixed assets the regulations provide that 

“Tf the assets were acquired subsequent to January Ist, 1909, the difference 
between the selling price and the buying price shall constitute an item of 
gross income to be added to or subtracted from gross income according to 
whether the selling price was greater or less than the buying price. If the 
capital assets were acquired prior to January Ist, 1909, the amount of 
increment or depreciation representing the difference between the selling and 
buying price is to be adjusted so as to fairly determine the proportion of 
the loss or gain arising subsequent to January Ist, 1909, and which proportion 
shall be deducted from or added to the gross income from the year in 
which the sale was made.” 


This, as well as the further provision that to the price realized 
for the asset there should be added any amount previously 
charged to income which remains as a depreciation reserve to 
such asset, can cause no objection in theory. In practice, how- 
ever, profits and losses of the nature described above are in 
many cases exceedingly difficult to determine. Frequently they 
do not appear in the income account at all, but are credited or 
charged directly to a reserve or an asset account. Where the 
losses are large, as in the dismantling of a whole plant or the 
abandonment of equipment rendered useless through unfore- 
seen circumstances, the total net income of the year may be 
wiped out and a serious deficit result. In such case it is only 
fair for the corporation to provide for the loss gradually out 
of the profits of several years. Large profits arising from a 
similar source may likewise be equitably distributed over a period 
of years instead of being added in a lump sum to the net profits 
of a single year. The accounting of extraordinary gains and 
losses in this manner, however, although in harmony with busi- 
ness practice, is evidently not permitted by the regulations gov- 
erning the imposition of the Federal corporation tax. 

The proper distribution of the gains and losses arising from 
the premiums received and the discounts paid in the issue of 
capital securities likewise have no consideration in the provisions 
relating to the tax. Discounts and premiums on securities issued 
are an addition to or a deduction from the interest rate charged 
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for the use of capital. The amount thereof, accordingly, should 
not be charged or credited to the income of a single year. The 
common practice is to distribute the amount of the gain or loss 
over a period of years, conforming where possible to the period 
during which the securities are to remain an obligation of the 
corporation. It is very doubtful, however, whether this pro- 
cedure will be permitted in the making up of the tax returns.* 

The payments on account of sinking funds and amortization 
will also have an important bearing on the accounting procedure 
to be observed in making up the tax returns. Where sinking 
funds are accumulated for the purpose of debt extinguishment 
without reference to corresponding waste or reduction in the 
value of assets the payments theoretically are not a proper charge 
against current income. However, because of the practice of 
inserting provisions in trust deeds requiring the sinking fund 
payments to be charged to current profits in the same manner 
as interest, such charges in many cases are regarded as proper 
deductions from gross income before net income is finally deter- 
mined. In order to have the tax returns conform to correct 
accounting principles, it is essential that the sinking fund provi- 
sions be construed in accordance with their intent. If the pay- 
ments represent merely a depreciation provision, they may be 
construed as proper deductions from gross income. On the 
other hand, if the payments represent obligatory reduction or 
extinguishment of debt without corresponding reduction on the 
value of assets, they should have no place in the tax returns. 
The regulations of the Treasury Department contain no instruc- 
tions relative to an analysis of the purpose and intent of sinking 
fund payments. It may be assumed, however, that the corpora- 
tions subject to the tax will be allowed much freedom in the 
matter. 

A further question of correct accounting involved in the 
determination of the net income of corporations subject to the 
tax concerns losses imputed to a decline in the market value 

*Court decisions have held that premiums received from the issue of capital 
securities constitute a part of the capital of the corporation and as such are 
not divisible as profits among the shareholders. Premiums received from the 


issue of stock and bonds are usually added to the surplus of a corporation, 
thus becoming a part of working capital in fact as well as in theory. 
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of current assets. An established rule of accounting requires 
current assets such as raw materials, manufactured goods, etc., 
to be valued at cost or market value, “whichever is the lowest.” 
A decline in market value below cost is chargeable against the 
business. Different methods of accounting for the loss are 
employed, the procedure varying according to the nature of the 
assets in question and the character of the business. The decline 
in market value may be merely a fluctuation and not a per- 
manent loss in value. The policy of many corporations is to 
account for such reductions in market value through the crea- 
tion of reserves among their liabilities equal to the difference 
between the market (inventory) value and the cost value. 
Charging the profits of the year with an uncertain loss is thus 
avoided. In making up their returns for the assessment of the 
tax, corporations may claim the privilege in some years of 
deducting from the gross income the full amount of loss repre- 
sented by the declines in the market value of current assets, 
without crediting the profits of other years with the recovery 
of such losses. How far such practices will result in evasion 
of the tax may never be determined. Concerns having on hand 
large supplies of commodities such as iron ore, cotton, grain, 
etc., which are subject to sharp fluctations in market price, will 
have ample opportunity to adjust the returns to suit their 
purposes. 

A problem of no small importance in relation to corporation 
profits at the present time and one that may be ignored entirely 
in the assessment of the tax is the treatment of so-called “paper 
profits.” Such profits are not realized in the form of cash or 
its equivalent and are accordingly not brought into the revenue 
statement of the corporation. These profits arise usually in 
the exchange of assets or in the redemption of liabilities. They 
may, however, be the result of the revaluation of assets or the 
receipt of stock dividends. Although the crediting of such 
profits directly to surplus does not affect the income account of 
the year during which the profits are “written” on the books, 
the actual income earned in future years may be affected when- 
ever the increased value of the assets represented by the “paper 
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profits” are realized in the form of cash through sale of the 
assets. In such an event the final realization of the “paper 
profits” would escape taxation, since no profits will be shown by 
the books of the corporation. Thus, a corporation exchanges 
securities of $1,000,000 cost value for other _ securities 
having no definite market value, but which are placed on the 
books by the directors at $1,500,000. The resulting “paper 
profit” of $500,000 is credited to the surplus account of the cor- 
poration, but inasmuch as nothing is received in the form of 
cash assets, the profit does not appear in the income statement 
of the year. Accordingly no tax can be assessed for the amount. 
During the next year, however, the securities in question are 
sold at their book value. The “paper profit’’ which was credited 
to surplus the previous year thus becomes an actual profit and 
is available for distribution among the shareholders. The 
amount is not subject to the tax, however, for the books show 
no additional income during the year from the sale of the 
securities, but merely a transfer of assets. Evasions of this 
character would not be uncommon in these days, when many 
of the large corporations are holding companies and mergers 
through exchange of securities are constantly taking place. 
Many other instances may be cited of possible conflicts with 
modern accounting practice in the application of the Federal 
corporation tax. It can hardly be expected that a revenue 
measure of as wide an application as the one under consideration 
can meet all the conditions arising from the complexity of 
modern business organization. It seems to be the Administra- 
tion’s policy to interpret the provisions of the law as broadly and 
as liberally as is consistent with faithful execution, and corpo- 
rations subject to the tax are not required to follow specific 
methods of bookkeeping in order to comply with the measure. 


A. M. SAKOLSKI. 
New York City. 
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HE particular form of organization adopted for the purpose 

of administering the business affairs of any industrial 
enterprise is determined chiefly by the character of the business, 
the social and moral development of the parties interested, and 
finally, the legal regulations of the country within which the 
operations are conducted. Thus, so long as individual workmen 
employed only hand tools, small shops owned and directly 
managed by the leading artisans were universal. When, late in 
the eighteenth century, the inventions of Hargreaves, Arkwright 
and Crompton revolutionized the methods of manufacturing not 
only in the textile industry but in other lines, and indicated the 
lines of future progress of all important branches of industry, 
the organization of business establishments slowly but surely 
went through the changes necessary for their adaptation to the 
new economic and industrial conditions. Consequently, the 
partnership partially supplanted the individual proprietor, and 
later the corporation, first used on a considerable scale by the 
Roman administrators for public purposes, after being practically 
abandoned for more than a thousand years, owing to the primi- 
tive conditions in industry and the low commercial standards in 
business, was revived in the most advanced industrial nations 
and has proved so well adapted to modern conditions that it 
has succeeded in almost entirely supplanting both the individual 
proprietor and the partnership in every field where massed capital 
and labor has been demanded by modern conditions of trade and 
industry. 
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The transformation in industrial methods and in the adminis- 
tration of industrial establishments caused by the invention of 
machinery and the development of steam as a motive power was 
followed by a second stage in industrial revolution, in which 
independent industrial establishments of immense economic power 
were brought into close quarters, and large rewards were offered 
the victors in the struggle, provided they would fight to the 
finish. This second stage was the result of the cheap and rapid 
communication through the railroad, telegraph, and telephone. 
The normal effects of the introduction of cheap transportation 
would undoubtedly have been far-reaching enough to cause a 
marked readjustment of the relations of existing industrial units. 
But under the influence of the laissez-faire ideals, so powerful 
during the past century, the railroads, the chief instrument in 
bringing about the second transition, were encouraged to compete 
with each other by law, by public opinion, and by financial 
success; and in so doing they necessarily introduced abnormal 
conditions into the relationships between existing industrial 
establishments, which gradually forced the larger and more fully 
developed establishments to enter into open warfare with every 
other establishment of its own kind. This condition of affairs 
began to have its necessary effect in the decade immediately 
preceding the Civil War; during this period the small plants in 
the capitalistic industries were rapidly abandoned, and the larger 
plants were improved in quality and enlarged in size to meet the 
unusual conditions forced upon them by the operation of the law 
of decreasing cost of manufacture and the introduction of rail- 
road rates based upon what the traffic would bear. The Civil 
War served to delay the movement for at least ten years; by 
1870, however, the movement was again in full force and mani- 
fested itself particularly in those industries where cheap railroad 
rates brought manufacturers naturally separated by distance into 
close business proximity, or where manufacturing was localized 
in some particular section of the country owing to natural condi- 
tions. The inevitable results of such conditions were perceived 
earlier by the managers of railroads than by the managers of 
manufacturing establishments. Consequently, even before the 
Civil War, the former began the extension of their lines for the 
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purpose of facilitating through traffic, and at the same time were 
busy securing control of competing lines in order to prevent 
traffic wars. 

The first movement was fostered by the States in the interest 
of economy and to enable their own manufacturers to enter into 
competition with those of other States. The latter movement 
was effected by the railroad managers themselves, in spite of 
the opposition of public opinion and public law, by every device 
known to an ingenious and inventive race. The immediate and 
necessary effect of the extension and the consolidation of the rail- 
roads was to give to manufacturers who could offer a larger 
tonnage an advantage over their smaller and less advantageously 
situated neighbors. Where these conditions were allowed to 
work out the results, the smaller plants were abandoned after a 
struggle more or less protracted, and the larger ones increased 
their capacity to fill the demands of the market. Thus the process 
was not only destructive to the weaker plants, but costly to the 
larger ones; for the former did not abandon the field without a 
struggle, during which low prices and unusual expenses made it 
impossible in many cases to realize the cost of production, much 
less the ordinary rate of profits. 

What then was the remedy for such conditions? During the 
last half century the answer has been worked out, partially at 
least, in every country where modern methods of manufacturing 
and modern means of transportation have been introduced on a 
large scale. The answer is: Devise and establish a system of 
law and order among industrial establishments similar to that 
which governments have ordained to perpetuate, adjust and 
harmonize the relations and interests of individual citizens. In 
working out the details of this problem, viz., the organization 
of industrial establishments into societies of more or less per- 
manence, three principal forms of union have been evolved. 
These are: the combination, the trust, and the holding corpora- 
tion. 

I. The combination is simply an agreement or contract 
between independent industrial establishments which limits their 
former independence in the particulars covered by the contract, 
but leaves each free in every other respect. Thus a group of 








1910] The Holding Corporation. 393 


manufacturers agree not to sell below a certain price for a 
period of one year;' this is a price combination. Or they 
agree to sell only within a certain geographical area; this is 
a territorial combination. Or, to manufacture only a certain 
quantity during a given period; this is a production combination. 
Or, to share sales according to a prearranged schedule; this is 
a sales combination. Or, to divide the profits in a similar way; 
this is a profit-sharing combination. 

Combinations of the several kinds above described sprang up 
in the United States during the later sixties and were the 
characteristic feature of the industrial development of the period 
from 1872 to 1882. During the seventies, combinations were 
formed in many important industries in Germany and to a much 
smaller extent in those of England, France, and the more 
advanced countries of the Continent. From the very beginning 
in the United States these combinations were generally held to 
be illegal at common law,’ and by 1890 the common law had 
been supplemented in a majority of the States by statutes pro- 
hibiting the formation of combinations® and providing severe 
penalties for those found to be parties to such organizations. 
Consequently, while in the various European countries, especially 
in Germany,* where combinations were enforceable at law, con- 
solidations in this form have continued to flourish to the present 
time. They were generally abandoned in the United States in 
the eighties and a new and stronger form of union devised to 
take their place in the industrial system. 

II. Inthe American system the trust was the direct successor 
of the combination. It is said to have originated in the fertile 
brain of Mr. S. C. T. Dodd of the Standard Oil Company, 
although the facts in the case indicate that it was a gradual 
evolution rather than the invention of any one man. In fact, 
the trust was the union of three ideas, all of which were in actual 


*Edgerton: Pol. Sci. Quar.,.Vol. XIII, p. 246 et seq. 

*Goodnow: “Combinations at the Common Law,” Pol. Sci. Quar., Vol. 
XII, p. 212 et seq. 

*Report of the Industrial Commission, 1900, Vol. II, “Trust and Corpora- 
tion Laws.” 

“Walker: “Monopolistic Combinations in the German Coal Industry,” 
p. 38 et seq. 
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operation at the time the trust first appeared. First, the combina- 
tion of industrial enterprises ; second, the development of a com- 
mon body of stockholders in a group of related corporations, 
and third, the common law trust. 

The first of these ideas had developed naturally enough from 
the existing conditions, but was found impracticable in the 
United States, owing to public disapproval enforced through 
the common and statute laws. The second was, as appears from 
the investigations of the United States government, a char- 
acteristic of the petroleum industry in the seventies, resulting 
in the informal trust of 1879.° The informal trust of 1879, 
combined with the two preceding ideas, had all the essential 
elements of the trust of January 1, 1882, invented by Mr. Dodd 
especially for the Standard Oil interests. 

The trust consisted in simply exchanging stock in a group of 
related corporations for trust certificates issued by a board of 
trustees acting for the combination in question. The trustees, 
being elected by the holders of the trust certificates, were of 
course responsible to them for the general managment of the 
trust. Their important work, however, consisted in the election 
of directors for the companies whose stock constituted the sole 
assets of the trust,° and through such directors to operate and 
control the companies in a harmonious consolidation. 

The trust possessed all the advantages of the combination 
and in addition certain other economies which the combination, 
on account of its form, could never attain. It could regulate 
and maintain prices, it could determine and thus limit the output, 
it could divide territory if such a policy was deemed advisable, 


*U. S. vs. Standard Oil Company of New Jersey et al. Brief of Facts 
and Argument for Petitioner, Vol. I, p. 21 et seq. 
*The balance sheet of a typical trust appears as follows: 


BALANCE SHEET OF TRusT A. 


Assets. Liabilities. 
20,000 shares of capital stock of 
OE eer rere ... $2,000,000 Trust certificates ..$10,000,000 
50,000 shares of capital stock of 
SEE c.Sanewhesgusncness 5,000,000 
30,000 shares of capital stock of 
SEE ieccacactcdecones 3,000,000 


$10,000,000 $10,000,000 
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it could distribute the work among the several factories in such 
a way as to secure the lowest cost of production, and by virtue 
of its organization, the profits were shared in accordance with 
the value of the several properties consolidated into the trust. 
In addition to these advantages, all of which might be secured 
through the combination, the trust made it possible to secure 
the economies of contralized management and concentrated 
production. Since the trustees controlled the election of the 
directors in the several constituent companies, they could through 
such directors consolidate the administration by appointing a 
general sales agent, a general manager of all manufacturing 
plants, a general auditor, and a general treasurer. While the 
accounts of the several companies must be kept separate, stand- 
ard methods in all departments could be introduced. The com- 
parative method could thus be installed and the efficiency of the 
various departments tested. Production could be concentrated 
in the plants where the cost was found to be the lowest, and 
buildings and sites not so well adapted for manufacturing could 
be sold for other purposes or abandoned altogether. In short, 
the trust was an economic instrument capable of securing all 
the advantages possible under consolidated management. 

The success of the Standard Oil Trust was so pronounced that 
a number of the larger combinations followed its example and 
transformed their combinations into trusts. That this form of 
organization was not more widely adopted was due to several 
causes, among which the following are the more important : 


1. The difficulty of adjusting the valuation of the several 
properties transferred to the trust in such a way as to meet the 
approval of the interested parties, and 


2. The decision of the New York Court of Appeals and the 
Supreme Court of Ohio to the effect that the trust was an illegal 
form of combination. 


I. Since the trust agreement was in effect a permanent con- 
solidation of property rights of the parties to it, the valuation 
put upon the properties of the several corporations united was 
of the utmost importance. The valuation determined the voting 
rights of the holders of trust certificates and the percentage of 
earnings in the form of dividends which accrued to each of the 
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members. Unless an agreement could be reached as to the com- 
parative value of the several properties, the plans looking toward 
the formation of a trust in any industry must necessarily be 
abandoned. Moreover, during the period in which the trusts 
were being formed, the science of accounting in this country was 
in its infancy. , Consequently, while as in the Standard Oil 

Trust Agreement, it was generally agreed that the property of 

each corporation should be put in at a “fair” valuation,’ such 

valuation was reached as the result of a bargain in which the 
weaker plants took what was offered them or stayed out of the 
agreement at their peril.® 

This difficulty was sufficiently great to prevent most combina- 
tions from adopting the trust form during the period within 
which it was legally permissible. 

2. On the sixteenth of April, 1888, the attorney-general of 
the State of New York was petitioned to bring suit against the 
Sugar Refineries Company and the North River Sugar Refining 
Company, one of the constituent companies of the Sugar Trust.’ 
In the petition it was contended that the Sugar Trust had 
assumed all the ordinary powers and privileges of a corporation 
without possessing a charter, and in addition had gained a monop- 
oly in the manufacture and sale of sugar; that the North River 

* Standard Oil Trust Agreement, Article II, Section 6. 

* Testimony of Henry O. Havemeyer before the Lexow Committee, pp. 101-2. 

Question: Who fixed the values of the properties that entered into that com- 
bination (Sugar Trust of 1887)? 

Answer: So far as Havemeyer & Elder and DeCastro & Donner companies, 
the only ones with which I had any contract whatever, the members of the 
board by representing the stockholders of the different companies. 

Question: What I desire to elicit from you is just how you reached the valua- 
tion or figures that entered into the Sugar Trust Combination. 

Answer: By agreement between the stockholders of the different companies. 

Question: You fixed the value of the interests pooled by you and your asso- 
ciates? 

Answer: Yes, sir. 

Question: Did any other of the thirteen concerns fix the valuation of their 
properties without inquiry or investigation to ascertain whether their values 
were reasonably fair and proper valuations? 

Answer: They did. 

Question: Without any inquiry or investigation? 

Answer: Without the slightest. 

*U. S. House Reports, 3112, 50th Congress, First Session, p. 207. 
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Sugar Refining Company had entered into an agreement with 
certain other sugar refining companies named in the petition, and 
in accordance with its terms had surrendered its stock to the 
Sugar Trust. For the defence it was contended that the stock- 
holders in surrendering their shares to the board of trustees were 
acting for themselves individually, and that therefore the cor- 
poration could not be held for their acts. In addition it was also 
argued that even if the action of the stockholders could be 
imputed to the company, such act was legal.*° 

In May, 1890, a month preceding the final decision in the 
Sugar Trust case, a similar action was brought by the attorney- 
general of Ohio in the Supreme Court of that State against the 
Standard Oil Company of Ohio, praying for the forfeiture of 
that corporation’s charter on substantially similar grounds. In 
this case the Standard Oil Company defended its acts along the 
same lines, and in addition on the ground that even if its acts 
were held to be illegal, the statute of limitations afforded protec- 
tion to the corporation. 

Each of these cases raised the same fundamental questions of 
economic policy, namely, are the acts of the individual members 
of a corporation, when conducted with substantial unanimity 
and with the same end in view, so that the business and property 
of the corporation is affected in substantially the same way as 
though the action had been a formal one by vote of the stock- 
holders and directors, the acts of the corporation itself? 
Secondly, are corporations chartered for specific purposes per- 
mitted under the law to enter into partnership arrangements 
with other similar corporations? and, thirdly, when the union 
of corporations under the trust form brings about a condition 
such that competition is partially or completely destroyed, and 
the public thus deprived of its benefits, is any relief provided 
under common or statute law? In each case the defendants 
admitted that the trust agreement had been entered into; that 
the parties to it were the stockholders of the several corpora- 
tions; that the purpose was to effect economies and in general 
to protect the interest of the several members. It was con- 


* People of the State of N. Y. vs. North River Sugar Refining Company, 
121 N. Y., p. 582. 
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tended that a corporation is a distinct legal person; that it could 
be bound only by action taken in the regular way—that is, 
through a vote of the stockholders or directors; that no such 
agreement had been entered into by the corporations against 
which the suit was brought; that the stock had been transferred 
by the individual stockholders to the trustees in the regular way, 
and that the corporations had no power or authority to prevent 
such transfers even had they so desired; also, that the corporate 
existence was maintained, the corporations were performing their 
duties in the ordinary way, and the earnings were being divided 
among the legal holders of stock, as was required by law. Con- 
sequently, it was urged that the corporations as such were entirely 
innocent of the acts charged against them and the suit should 
be dismissed. In behalf of the government it was argued that 
an agreement is illegal and void if it creates a partnership 
between corporations, or if its probable operation and effect 
is to create a substantial monopoly, and that when a corporation 
submits to the domination of an agency unknown to the statutes, 
or takes part in an agreement injurious to the public, it forfeits 
its chartered rights. Finally, that each corporation against 
which suit was brought had become a party to such an agreement 
through the practically unanimous action of the individual 
members of the various corporations. 

The reasoning of the judges in the two cases followed the 
same general lines. The charter was granted to the signers of 
the original certificate of incorporation. The shareholders are 
their successors and representatives. As their successors and 
representatives they owe a duty to the State to maintain the 
integrity of the corporation and to see that it is devoted to uses 
not contrary to the public policy of the State. In the words of 
the court: “The state gave the franchise, the charter, not to 
the impalpable, intangible and almost nebulous fiction of our 
thought, but to the corporators, the individuals, the acting and 
living men, to be used by them, to redound to their benefit, to 
strengthen their hands and add energy to their capital. If it is 
taken away, it is taken from them as individuals and corporators, 
and the legal fiction disappears. The benefit is theirs, the punish- 
ment is theirs, and both must attend and depend upon their 
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conduct ; and when they all act collectively as an aggregate body, 
without the least exception, and so acting reach results and accom- 
plish purposes clearly corporate in their character and affecting 
the independence, the utility, of the corporation itself, we cannot 
hesitate to conclude that this has been corporate conduct which 
the state may review, and not to be defeated by the assumed 
innocence of convenient fiction.””! 

The trust, having been declared illegal by the highest court, 
both in New York and Ohio, was abandoned by the several 
organizations that had been operating under this form of union. 
The Sugar Trust was converted into a corporation with a New 
Jersey charter, trust certificates were exchanged for shares in 
this corporation, the new company purchased the assets of the 
several corporations which united to form the trust, and the 
several constituent corporations were duly dissolved, the pro- 
ceeds of the sale of the personal property being divided among 
the various shareholders. The Standard Oil Trust adopted a 
different plan. The trust form was of course abandoned, but 
instead of forming a central corporation, the holders of trust 
certificates were given in exchange their proportionate part in 
the shares of the several Standard Oil corporations which made 
up the original trust.‘ As a result the Standard Oil properties 
were still united by the tie of a common body of stockholders. 

Neither the organization adopted by the Sugar Trust nor that 
devised by the Standard Oil Company possessed the characteris- 
tics necessarily demanded for a permanent form of consolida- 
tion. The former, namely, the dissolution of the subsidiary 
corporations and the sale of the real property and other assets 
to the central corporation, would in many instances involve the 
surrender of valuable franchises and other rights inseparably 
connected with the corporate existence of the subsidiary com- 
panies. The more valuable such rights the greater the loss 
incurred by the adoption of the absolute merger. The latter 
form, the transference of equal fractional parts of the stock in 

™ People vs. North River Sugar Refining Company, 121 N. Y., p. 582. 

* Rept. of Indust. Com., Vol. I, pp. 574, 575, 303, 308, 315. 


Testimony of John D. Rockefeller, reported in the Chicago Tribune, Novem- 
ber 24, 1908. 
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many small corporations to the same group of stockholders, 
while obviating the difficulty imposed by the first method, made 
it probable that the consolidation would be destroyed sooner or 
later by the sale of stock to outside interests. What was 
demanded was a form of organization that insured the perpetuity 
of the organization, the permanent possession of the franchises 
and good will of the subsidiary corporations and, in addition, 
one that not only permitted complete control of the industry, but 
in addition favored the inauguration of all possible economies of 
concentration in administration and manufacturing. Such an 
organization was found in the holding corporation. 

III. The holding corporation was not at this time an unknown 
institution. It was first used in a modest way by the railroads, 
and later adopted on a larger scale by the railroad and telegraph 
companies; finally, in its complete form, it became the direct 
successor of the trust and the chief instrument of public service 
and general industrial corporations for the permanent consolida- 
tion of entire industrial groups. 

As early as 1832,"* the Baltimore & Ohio Railroad Company 
was authorized by the State of Maryland to subscribe to such 
portion of the stock of the Washington Branch Road as remained 
unsubscribed after the books had been opened thirty days:"4 
to borrow money to pay the installments as they came due, and to 
pledge the property and funds of the railroad company for this 
purpose, provided a majority of the stockholders should assent.*® 
A meeting of the stockholders was duly called and the purchase 
of stock in the Washington Branch Road authorized by a large 
majority. In due course of time the Baltimore & Ohio became 
the owner of 9,388 shares of the Washington Branch Road, or 
somewhat less than two-thirds of the total issue.’® 

* Or possibly in 1833. Report of B. & O. R. R. Co., 1833, pp. 7-10. 

“The writer is indebted to Mr. W. S. Redhed, of the class of 1910, Univer- 
sity of Illinois, for valuable assistance in securing the data upon which the 
historical section of this paper is based. 

* The State took one-third of the total issue of stock, or $500,000 par value. 

* Annual Repts., B. & O. R. R. Co., 1841, 1876, 1904. Also Hunt’s Mer- 
chants’ Magazine, Vol. 28, p. 640. The stock in the Washington Branch Road 


was carried as an asset until the reorganization of the B. & O. in 1899, when 
the larger part of it was wiped out. 
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Again, in 1846, the Baltimore & Ohio invested in the stock 
of a subsidiary railroad by subscribing for seven hundred shares, 
par value $50, of the Pittsburg & Connellsville, an important 
lateral road.17_ This method of controlling railroad lines natur- 
ally connected with the main system has been consistently fol- 
lowed by the Baltimore & Ohio until the present time, when it 
owns stock in over eighty different corporations, amounting in 
value to nearly fifty millions of dollars, or about one-tenth of 
its entire assets.'® 

The Pennsylvania Railroad Company entered upon its distin- 
guished career as a stockholding corporation as early as 1853. 
In that year, in order to control the western connections which 
it desired to assist, this company secured the passage of a special 
act by the Pennsylvania Legislature, authorizing it to subscribe 
to the capital stock or guarantee the bonds of other companies, 
to the extent of fifteen per cent. of its own paid up capital 
stock. Under the authority thus granted, the Pennsylvania 
exchanged stock with the Marietta & Cincinnati to the extent 
of $650,000 par value, with the Maysville & Big Sandy to the 
extent of $100,000 par value, with the Ohio & Indiana to the 
extent of $300,000 par value, with the Ohio & Pennsylvania to 
a like amount ; and with the Springfield, Mt. Vernon & Pittsburg 
to the extent of $100,000."° 

Although investments in the stock of several of the above roads 
proved a failure from a strictly financial point of -view and were 
later charged to profit and loss, the policy inaugurated by the 
company was pursued with great vigor during next two decades, 
and finally led to the creation of the Pennsylvania Company, the 
first pure holding corporation which the writer has been able 
thus far to discover. The Pennsylvania Company was organized 
by a special act of the Pennsylvania Legislature on April 7, 1870, 
for the purpose of centralizing and controlling the stocks in 

* Annual Rept., B. & O. R. R. Co., 1846. 

* As early as 1849 the Vermont Central Railroad Company owned stock in 
two other railroad companies, and in 1850, it had also invested in the stock 
of a telegraph company. See Annual Reports of the Vermont Central Rail- 
road Company, 1849 and 1850. 


* Merchants’ Magazine, Vol. 54, 1866, p. 277. Annual Reports, Pennsylvania 
R. R. Co., 5, 6, 7, 8, 10 and 12. 
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western railroads owned by the Pennsylvania Railroad Com- 
pany”® and allied interests, and in addition, for providing a more 
convenient method of managing the vast network of lines from 
Pittsburg to Chicago and St. Louis.” 

The act of incorporation, given in full in the “Corporate His- 
tory,” etc., referred to in footnote 21, in addition to the usual 
clause authorizing the railroad company to carry on its normal 
functions of constructing railroads and carrying passengers and 
freight, included the following: ‘The company hereby created 
shall also have the power to make purchases and sales for 
investments in the bonds and securities of other companies.’’? 
It was thought that through the instrumentality of the Pennsyl- 
vania Company it would be possible to obtain large economies 
by transferring the rolling stock of one railroad to another, 
according as the traffic conditions of the various lines 
demanded.** The Pennsylvania Railroad Company thus became 
substantially the sole owner of the capital stock of the Pennsyl- 
vania Company, which in turn owned a majority interest in the 
capital stock of the so-called Pennsylvania lines west of Pitts- 
burg. In 1879 the total assets of the Pennsylvania Company 
were a little more than twenty-five millions, and of this amount 
over fifteen millions was represented by securities in western 
lines. Twenty years later the assets had increased to over sixty- 
six millions, and the value of the securities owned was placed 
at over forty millions of dollars, representing about 80 per cent. 
of the fixed assets of the company. 

The Pennsylvania Railroad Company has continued to extend 
its system, largely through the purchase of securities in the com- 

”“With a view to give greater simplicity and efficiency to the management 
of these large western interests and as far as possible return to the former 
policy, a charter was obtained from the Commonwealth of Pennsylvania 
incorporating the Pennsylvania Company, to which all the interests above 
mentioned of the Pennsylvania R. R. will be transferred on the first of March 
next, and $8,000,000 of the preferred stock received therefor, which amount 
fully covers all of our expenditures in this connection.”—Remarks of the 
president of the Pennsylvania Railroad Company at the annual meeting of 
the company in 1871. 

™ “Corporate History of the Pennsylvania Lines West of Pittsburg,” Series 
A, Vol, I, p. 1. 


* Act Incorporating the Pennsylvania Company, Sec. 3. 
* Annual Rept., Pa. R. R. Co., 1871. 
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panies it desires to control, even up to the present time. Its 
assets in other companies at various selected dates are given 
as follows :** 


PENNSYLVANIA RAILROAD COMPANY, SECURITIES OWNED. 


Year. Cost. Par Value. Total Assets. 
1866 $ 6,243,802 $ 45,850,706 
1874 52,692,419 $ 73,594,440 140,725,636 
1885 100,092,740 133,108,746 207,891,590 
1899 120,362,495 176,254,489 284,756,979 


The Chicago & Northwestern Railway Company was enlarged 
June 2, 1864, by a consolidation of the existing Chicago & North- 
western Railway and the Galena & Chicago Union Railroad 
Company. This consolidation was effected, under authority 
granted by the States of Illinois, Wisconsin and Michigan, by 
an exchange of the stock of the Chicago & Northwestern Rail- 
way Company for the stock of the Galena & Chicago Union 
Railroad Company.”® By this act the Chicago & Northwestern 
Railway Company became a holding company for the Galena 
properties, although later the stock of the Galena company was 
entirely converted into the Chicago & Northwestern stock and 
its corporate existence terminated, the properties being com- 
pletely merged. 

Previous to this consolidation the Galena company was a 
stockholding corporation to a limited extent. In 1854 the Beloit 
& Madison, then in process of construction, failed, was reorgan- 
ized, and then leased to the Galena company which, after the 
reorganization, held a majority of its stock.2® Just before the 
consolidation with the Galena company, the directors of the 
original Chicago & Northwestern Railway Company were 
authorized by the stockholders to consolidate with the Penin- 
sula Railroad Company, provided acceptable terms could be 
arranged. The negotiations, although delayed until after the 

*The policy of the Pennsylvania Railroad Company in holding a large 
amount of securities was investigated by a committee of the stockholders in 
1873. The committee reported in favor of extending the lease system, “thus 
releasing securities to the value of many millions of dollars.” The manage- 
ment nevertheless continued to purchase securities, and this policy was finally 
approved by the stockholders. 


* Sixth Annual Report, Chicago & Northwestern Ry. Co., 1865, p. 34. 
* Sixth Annual Rept., C. & N. W. Ry. Co., 1865. 
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union of the Northwestern and the Galena railroads, were finally 
successful, and the consolidation was accomplished by exchange 
of stock, one-half share of common and one-half share of pre- 
ferred stock in the new Northwestern being given for each share 
of the Peninsula Railroad Company. Soon after the con- 
solidation, the new Chicago & Northwestern Railway Company 
found it desirable to secure control of the Chicago & Milwaukee, 
“the only remaining line in competition with the roads of this 
company.” Since it was feared that public knowledge of the 
project would prevent its successful consummation, the directors 
assumed responsibility for the movement without securing author- 
ity from the stockholders in advance. The consolidation was 
effected by the exchange of stock of the Chicago & Northwestern 
Railway Company for that of the Chicago & Milwaukee, 
$1,372,000 of the preferred stock being given for 12,741% 
shares of the Chicago & Milwaukee company, a controlling 
interest in the stock of the subsidiary company. Thus even before 
the Civil War the Chicago & Northwestern Railway Company 
learned the use of the stockholding method of controlling cor- 
porations and was making use of this device as occasion 
presented. At this time its total assets were about forty millions 
of dollars, and of this over one and one-third millions, or over 
3 per cent., was in securities in other companies.** Late in the 
sixties it entered upon a new policy, namely, the acquisition 
of the entire capital liabilities of its subsidiary lines, followed 
by a complete consolidation of the physical properties. At the 
present time it is a large stockholder in the Chicago, St. Paul, 
Minneapolis & Omaha, and a few of its small tributary lines, 
and has recently become a small stockholder in the Union 
Pacific.** 

Among public service corporations the Western Union Tele- 
graph Company seems to have used the stockholding method of 
controlling related and competitive lines earliest and with the 
greatest success. In January, 1864, this company arranged to 

*In addition to the securities shown as assets on the balance sheet, those 
representing the Galena, Peninsula, and other companies were charged to “old 
construction.” Sixth Annual Rept., 1865. 


* For a review of the early history of the Chicago & Northwestern Railway 
Company, see its Annual Report issued in 1865. 
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exchange $1,277,210 of its own stock for $1,000,000 in par value 
of the stock of the Pacific Telegraph Company,” for the pur- 
pose of controlling the telegraph business from Omaha to San 
Francisco. Early in the same year it also issued $600,000 addi- 
tional stock to acquire the stock in the New York, Albany & 
Buffalo Company, and $146,500 to acquire the New York & 
Washington Printing Telegraph Company.®® Between October, 
1865, and July, 1869, the stock of the Western Union was 
increased from a little over twenty-one millions to approximately 
forty millions, par value, and practically all of the new issues 
were used to acquire stock in some ten or a dozen different 
telegraph companies.** In addition the company was purchasing 
stock in other companies out of its own earnings.**? In 1868, 
$125,644.27 was thus appropriated, and in 1869 $145,170.60 
was used in the same way. During this period the company was 
also acquiring the stock of other telegraph companies by issuing 
its own bonds and exchanging the same for the stock in such 
companies. The company was also purchasing its own out- 
standing stock in the open market with surplus earnings and 
using such stock, held in the treasury, to exchange with the 
owners of stock of rival companies.** 

The Western Union pursued this policy consistently during 
the next ten years and finally, in 1881, succeeded in gaining 
control of its most important competitors.** In that year the 
stock of the Western Union was increased to eighty millions 
of dollars. The new issue was used as follows: Fifteen 

* The Chronicle, Vol. 32, p. 207. * 

” $2,116,200 of its own stock had been used for such purposes between 
December 23, 1863, and May 11, 1864.—Annual Report of the Western Union 
Telegraph Company for 1869, found in The Chronicle, Vol. 9, p. 302. 

"See Annual Report of the company for 1869, The Chronicle, Vol. 6, p. 
73, and Vol. 32, p. 207. 

* The Chronicle, Vol. 17, p. 492; Vol. 19, p. 400. 

" The Chronicle, Vol. 16, p. 220. 

“This is known as The Grand Consolidation. It was carried out under 
the New York law of 1870, which permitted any telegraph company of the 
State to consolidate with any telegraph company of any State by purchasing 
its property, franchises, rights, privileges, or any interest or part thereof, and 
legalized the payment therefor in capital stock, money, or property of the 
company effecting the consolidation. The consolidation caused considerable 
litigation, but was finally approved by the courts. The Chronicle, Vol. 32, 


p. 156. 
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millions was exchanged for the stock and bonds of the American 
Union Telegraph Company, a stock dividend of 38% per cent. 
distributed to its own stockholders, and the remainder exchanged 
for the stock of the Atlantic & Pacific Telegraph Company, its 
leading rival, at a ratio of 3 to 5. In 1882 the Western Union 
owned stock, aud generally a majority interest, in over thirty 
companies, a considerable number of which it leased and 
operated directly.*® 

In 1887 the Western Union gained control of another rival, 
the Baltimore & Ohio Telegraph Company, and issued five 
million dollars of its own stock in exchange therefor. At the 
present time it controls about thirty companies by the stock 
ownership method.*® The latest development comes, however, 
with the announcement that the practical control of the Western 
Union itself has been secured by the American Telephone and 
Telegraph Company, through the method of stock ownership so 
vigorously and successfully used by the Western Union in earlier 
days, namely, the purchase of its stock in the open market and 
the exchange of the same for that of the holding company.** 

The stockholding method of controlling subsidiary corpora- 
tions was thus not only well known in theory to the financiers 
of the early nineties, but was in actual use on a large scale when 
the courts declared the trust illegal and ordered the dissolution 
of the consolidations organized under that particular form. At 
this juncture the holding corporation would undoubtedly have 
been substituted for the trust but for the fact that express 
authority must be obtained by a special act of some legislature 
before such corporations could be formed and take over the stock 
of existing corporations. That is, a corporation could purchase 
and hold stock of other corporations only when expressly autho- 
rized to do so by the statute or when such power could be 
implied as incidental to powers already granted.** Since the 


* Report of Western Union Telegraph Company, 1882, given in The Chron- 
icle, Vol. 35, p. 427. 

* “NMoody’s Manual,” 1900, p. 2123. 

™ The Chronicle, Vol. 89, p. 1350. The Mackay Companies is said to be the 
largest stockholder in the American Telephone and Telegraph Company. 
“Moody’s Manual,” 1909, p. 1720. 

“ Noyes: “Inter-Corporate Relations,” p. 264. Chicago Gas Trust Case, 130 


Ill, p. 209 et seq. 
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latter clause was strictly construed by the courts, practically all 
corporations holding stock in other corporations did so by virtue 
of some special act. In the year 1889, however, this obstacle 
to the general use of the holding corporation was removed. 
The State of New Jersey*® amended her general corporation act 
by the addition of a clause providing that corporations chart- 
ered under the laws of that State, with certain exceptions, might 
hold stock in other corporations, wherever such power was 
deemed desirable by the board of directors and the right to do 
so was expressly stated in the articles of incorporation. The 
opportunity furnished by the New Jersey amendment was not 
appreciated at once. Neither the sugar trust nor the oil trust 
officials seem to have given the holding corporation any attention 
at the time when the trust form was held illegal. Soon after 
this, however, the sugar company purchased the stock of the 
Philadelphia refineries, thus practically monopolizing for the time 
being the refining of sugar in the United States. Suit was 
brought under the Sherman Anti-Trust Act in the Circuit Court 
of the United States for the Eastern District of Pennsylvania 
for the purpose of compelling the restitution of the shares and 
the dissolution of the holding corporation. The case was 
appealed to the Supreme Court, where it was finally decided that 
this form of organization was legal under the Anti-Trust Act ;*° 
that since the holding company was formed to consolidate the 
manufacture of sugar, and since the business of selling sugar 
was merely an incident to its manufacture, the organization was 
not formed for the purpose of restraining trade among the 
several States or with foreign nations. As a result of this deci- 
sion the holding corporation immediately superseded all other 
forms for the organization of consolidations and since that time 
has had no rival in its field. 

In its external structure the holding corporation is identical 
with that of the ordinary corporation. It is composed of a 
group of individuals who own stock, elect directors, draw divi- 
dends, and in general perform such other duties and possess such 


” Laws of N. J., 1880, p. 414. 
“U. S. vs. E. C. Knight Co., 156 U. S., p. 1 et seq. 
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other rights as usually belong to shareholders in a corporation. 
In its internal structure it differs in certain important respects 
from the usual type. In the first place, its property account is 
composed of shares of stock in one* or more corporations, 
varying in amount from a minority interest in one small corpora- 
tion to a majority interest in many large ones.*? Consequently, 
since the assets consist of shares in other corporations, the duties 
of the directors are limited to voting such shares at the meetings 
of the several corporations, receiving dividends from the subsidi- 
ary corporations, and declaring such dividends to its own stock- 
holders**® as the revenue from its shares of stock may warrant. 


“1 AMERICAN ICE SECURITIES COMPANY. 
GENERAL BALANCE SHEET, DECEMBER 31, 1908. 
Assets. Liabilities. 


Cash, notes and accounts .$ 4,848 Cap. St. issued $19,038,900 
Pfd. stock, Am. Ice Co., Debenture bonds 3,000,000 
143,400 shares at par Accounts payable 4,873 
Com. St. Am. Ice Co., Surplus 1,546,757 
234,943 shares at $20 
Scrip-2/5 shares Am. Ice 
Sec. 
Treasury bonds 
Installment certificates 
Knickerbocker Ice Trust 


Accrued dividend on Pfd. 
stock of Am. Ice Co. to 
tL SR ee . 4,517,100 


$23,590,530 $23,590,530 
THE MACKAY COMPANIES. 
GENERAL BALANCE SHEET, FEBRUARY I, 1909. 
Assets, Liabilities. 
Investments in other 
~ eee, (102) $92,075,593 Prefd. stock $50,000,000 


190,796 Com. ‘ 
Surplus 


$92,266,389 $92,266,389 


THE MACKAY COMPANIES. 
ad INCOME ACCOUNT, FEBRUARY I, I908-FEBRUARY I, 1909. 


Dividends to shareholders Income from interests in 

of Mackay Cos $3,655,216 other companies $3,685,762 
Operating expenses 25,027 
Undivided earnings for year 5,519 


$3,685,762 $3,685,762 
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And, thirdly, in its fully developed form it is an organization 
by which a considerable number of related manufacturing plants 
are bound together into a permanent union. Its function is, then, 
to unite manufacturing corporations, just as the ordinary cor- 
poration unites individuals into manufacturing establishments.** 

As previously stated, a holding corporation may own any 
amount of securities, ranging from a minority interest in one 
corporation to a majority interest in a group of related industrial 
establishments. The first type has no economic advantage and 
therefore is seldom found, except as a step toward the formation 
of the second type. The latter form of organization, while 
permitting the continued existence of all the subordinate corpora- 
tions, insures under normal conditions their harmonious admin- 
istration and operation through the control exercised by the 
central or holding corporation. For it will be observed that 
since the holding company owns a majority of the stock in each 


“The Bell System is a telephone system covering the entire United States 
and Canada. It is interconnected and intercommunicating, so that any one 
of its 4,500,000 telephones can be connected with any other one. It has a 
$600,000,000 plant, and over 100,000 employees. It consists of 

A holding company (the American Telephone and Telegraph Company) 
which holds stock of the associated operating and manufacturing companies. 

A group of operating companies, each operating the telephone service of 
a defined territory. For example, the Chicago Telephone Company operates 
in ten counties in Northern Illinois; the Central Union Telephone Company 
in the balance of the territory in Illinois in addition to Indiana and Ohio; 
the Wisconsin Telephone Company in Wisconsin, etc. 

A manufacturing company (the Western Electric Company), which supplies 
standard Bell telephone apparatus to all the Bell operating companies and to 
many other telephone companies throughout the world. 

The American Telephone and Telegraph Company, besides being a holding 
company, owns and operates the long distance lines—the lines that connect 
all the systems of the associated operating companies with each other. 

“In addition to these two functions, it assumes what might be termed the 
centralized general administrative functions of all the associated companies. 

If each separate exchange or group of exchanges had not been 
assisted and directed in the development and introduction of new ideas, meth- 
ods and inventions, there would now be as many systems, and as many 
methods of operating, as there are separate companies.” (Quoted from 
Annual Report for 1908 of the American Telephone and Telegraph Company.) 

The Bell organization, however, has made possible one policy, one system, 
universal service. As a result, the Bell system and service has become the 
standard for the world. (From an advertisement of the Chicago Telephone 
Company.) 
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of the subsidiary corporations, the directors of the central cor- 
poration are able to elect the directors of the controlled corpora- 
tions and through their control of the directorates, are able to 
administer each of the subordinate corporations as though the 
several properties were owned directly. 

This is the condition that normally exists. Suppose, however, 
that the directors of one of the subordinate corporations having 
been formally elected and installed in office, differ radically with 
the directorate of the holding corporation on matters of import- 
ance affecting the corporation over which they are placed in 
authority. Which line of policy will prevail? For the term of 
their office, the directors of the subordinate corporation, being 
legally in control, are in a position to carry out their own 
policies, within the restrictions fixed by the corporation law under 
which they are acting, notwithstanding the wishes of the directors 
of the holding company. When their term of office expires, 
however, the central board of directors, having the control of 
the election through the right of voting the shares owned by 
the holding company, are in every case able to depose each 
of the rebellious directors and substitute others who to them 
seem likely to remain subservient to the interests of the central 
corporation. Moreover, it is a common, if not the usual thing, 
for the directorate of the central or holding company to place 
enough of their own members upon the boards of the several 
corporations controlled, to make even the above conditions 
impossible in fact, although entirely possible in theory.*®° Under 
normal conditions, then, the subordinate corporations are in the 
long run bound to be operated in the interests of the holding 
corporation, subject of course to such restrictions as may be 
imposed by law or custom in the interests of the minority stock- 
holders. 
“The directorate of Company A, a holding corporation, is made up of 


the individuals ABC DE: 
of Co. 1, a controlled corporation, A B C F G 


of Co. 2, ra ABCHI 
of Co. s, 7 “i ABCJK 
of Co. 4, ” ABCLM™M 


Thus the board of directors of each of the controlled companies is dominated 
by the men who make up the board of directors of the holding company. 


ee ar 
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However, conditions may exist, such for example as those 
present in the case of the United States Shipbuilding Com- 
pany, which not only prevent the holding corporation from 
exercising its usual functions in the accustomed way, but as a 
matter of fact render its control impracticable in operation. 
This condition exists whenever any one of the subordinate cor- 
porations is larger in voting strength than all the others com- 
bined, or in fact so much larger than any of the others that it 
is enabled to dominate the policy of the consolidation in the 
interests of its own shareholders. In the United States Ship- 
building case, the stockholders of the Bethlehem Steel Company 
were given in exchange for their shares a majority of the 
votes—that is, shares and income bonds with voting powers—in 
the holding corporation.*® The Bethlehem Steel Company 
interests, seeing that the United States Shipbuilding Company 
had been so heavily bonded that its failure was preordained, 
withheld dividends and applied its earnings to improvements in 
the Bethlehem plant. Those formerly interested in the smaller 
companies of the consolidation were powerless to prevent this 
action on the part of the Bethlehem Steel Company directorate, 
since the Bethlehem interests were in the majority in the holding 
company and, naturally enough, controlled not only the Beth- 
lehem company, but all others in the United States Shipbuilding 
Company, in the interest of that corporation. In this case the 
outcome was exactly what had been forseen by the Bethlehem 
company. The United States Shipbuilding Company failed, a 
receiver was appointed, and in the reorganization which followed 
the Bethlehem Steel Company which, alihough in form a 
subsidiary corporation, had in reality been in control of the 
entire consolidation, took its proper place at the head of the 
organization. The companies that in the original shipbuilding 
consolidation had been its copartners now became its subjects, 
and consequently the recipients of its most careful consideration. 
It is evident, both from theoretical considerations and from the 
experience of this and other cases, that the holding corporation 
in its normal and natural form is a convenient method of con- 
solidating interests naturally allied; and further, that its control 


“Report of the Receiver in the case of the U. S. Shipbuilding Co. 
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over the subsidiary corporations, while indirect, is still efficient 
and effective. But when one of the subsidiary corporations is 
so large as to control the central company, the organization 
is perverted in form and will be followed by internal dissension 
and disaster, until the organization is transformed into the 
normal type with a corporation which actually controls placed 
in the commanding position and the subsidiary corporations in 
their normal positions as subjects of the central or holding 
corporation. 


Maurice H. Rosinson. 
University of Illinois. 


{[Nore. This article will be concluded in the May number of this Review.— 
Eprrors. } 








NOTE. 


Ohio’s First Step in Tax Reform. By providing for the 
quadrennial appraisement of real estate by assessors elected on 
a ticket devoid of all party designations, and by requiring the 
publication of district valuation lists for the information of 
resident taxpayers, the State of Ohio has taken the first step 
in reforming an absurdly antiquated taxing system. The action 
of the State Legislature in passing an act embodying this new 
procedure may be regarded as an earnest of better things to 
come, in view of the fact that the State now has a scientific 
report by which to guide its work of reconstruction and a con- 
stantly growing public sentiment to urge on the realization of 
the program contained in the report.’ 

On September 21, 1906, Governor Harris appointed a com- 
mission of specially equipped lawyers and statisticians to 
examine the taxation laws of the State and to “recommend 

. such changes or amendments in the organic or statute 
law of the State as will adjust any inequalities that may exist 
in the burdens of taxation.’”’ This commission, after a thorough 
study, issued its report, which made clear the serious evils of 
the general property tax as administered and proposed certain 
important changes. The recommendations in brief are as 
follows: 

First, an amendment of the Constitution of Ohio abolishing 
the general property tax now required in § 2 of Article XII, 
and giving to the legislature a freer hand to deal with such sub- 
jects as franchises, stocks, bonds, cash, mortgages and other 
intangible property. 

Second, the establishment of a State tax board of three mem- 
bers, to be appointed by the governor, to administer all laws 
for the collection of State revenues and to make such recom- 
mendations upon the general subject of taxation as investigation 
and experience may from time to time suggest. 

Third, a more frequent appraisement of real estate. 


*The present reforms come after twenty years of more or less constant 
agitation. 
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Fourth, the abolition of the present State levy upon real 
and personal property and the complete separation of State 
and local revenues at the earliest practicable date. 

Fifth, that authority be given to local communities to secure 
publicity in taxation in such manner as they shall deem best. 

The series of proposals was at once revolutionary and in 
harmony with the exigencies of acute inequalities. Little time 
was lost in attempting to put into force the first of them. In 
the session of 1908 a joint resolution was introduced in the 
General Assembly and passed, calling for the substitution of 
the commission’s draft for § 2 of Article XII of the Constitution 
of 1851. In the fall election it was submitted to the necessary 
referendum vote. Unfortunately, however, it was saddled with 
two other amendment proposals of an entirely foreign nature, 
which gave rise to confusion, if not suspicion, in the mind of 
the ordinary voter and led him in many cases to pass up all 
three measures without registering a preference. Hence, while 
the taxation amendment managed to draw four affirmative votes 
to every negative vote, and carried in point of numbers in eighty- 
one out of the eighty-eight counties of the State, it fell short of 
obtaining a majority of the total votes cast and consequently 
failed of adoption. 

However, it was shortly followed by the passage of a bill 
in March, 1909, at a special session of the Legislature, putting 
into effect the third and fifth recommendations. This Act will 
get a thorough trying out in the coming year, and already gives 
indication of making a considerable advance toward complete 
reform. The following are its essential provisions. Beginning 
with the November election of 1909, five assessors are to be 
elected in each city and one in each township every four years. 
To quote from the Act: “The names of all candidates for 
assessors of real property, however nominated, shall be placed 
on one independent and separate ballot, without any designation 
whatever* except for assessor of real property, and the number 

*The result of this experiment in a nonpartisan ballot was practically 
without feature in the November election. In Cincinnati the board elected 
is entirely Republican, while in Cleveland it is made up of four Johnson 


Democrats and one Republican, and in Columbus of four Republicans and one 
Democrat. The men elected in Cleveland, Columbus and Toledo are said 
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of members to be elected. . . . The person having the highest 
number of votes shall be declared elected, and the next highest, 
and so on until the number of members required to be elected 
shall have been selected from the number having the highest 
number of votes.” Separate poll books for the election of 
assessors are to be kept by the judges. 

The powers and duties delegated to the assessors are made 
the same as those of the supplanted decennial assessors, a pro- 
vision made necessary in want of a new constitutional grant 
of powers.* <A surety bond of $2,000 is required of each suc- 
cessful candidate. Vacancies or failures to elect are to be filled 
in townships by the trustees, or any two of them; in cities 
by the mayor, the city treasurer and the president of the sinking 
fund trustees, or any two of these officials. Evaluation is to 
be begun on or before the fifteenth day of January, and must 
be completed by the first of July. The county commissioners 
are authorized to fix the salaries of the assessors, which are 
not to be less than $3.50 per day nor more than $150.00 per 
month, payable monthly at the county treasury. 


by the independent newspapers of these cities to bear a high reputation for 
honesty and business efficiency, and to be well qualified for the work. 

The increase in the Socialist vote in this one particular office, however, 
will doubtless be of interest to students of the ballot. In all three cities the 
candidates offered by this party ran thousands of votes ahead of their col- 
leagues, and in several instances actually competed with the successful 
candidates, although no special campaign was made in their behalf. Two 
explanations are offered. Either the voters were so confused by the absence 
of party emblems that many blind ballots were cast; or if cast intelligently, 
they calculated that this was a good opportunity to give the Socialists a 
chance to prove their mettle in administrative work, before running the risk 
of putting at their disposal discretionary power in the matter of executive 
or legislative policy. 

* The county auditor is called upon to assist the assessors in the following 
manner: “Sec. 4. The Auditor of each county shall on or before the tenth 
day of January, 1910, and every fourth year thereafter, make out and deliver 
to the assessor of each township in his county, an abstract from the books 
in his office, containing a description of each tract and lot of real property 
situate within such township or city as the case may be, with the name of 
the owner thereof, if known, and the number of acres or quantity of land 
contained therein, as the same shall appear on his books; and also a map of 
each township and village within each township and of each city within his 
county, with such plat books as may be necessary to make a correct plat of 
each section, survey, and tract in their respective districts.” 
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In giving statutory effect to the fifth recommendation the 
new law requires the publication in pamphlet form of the valua- 
tion lists of each ward or township, and their distribution by 
mail to residents of the respective localities. The purpose of 
this provision is well known and is suggested in the following 
quotation from the commission’s report: “The claim is made 
that if every property owner were informed, by some simpler 
method than that of personally examining official records, of 
the amount of taxes being paid by his neighbor, and especially 
by the owners of real estate, many of the inequalities which now 
prevail would be corrected through the initiative of the persons 
injured.” 

Cleveland, Columbus and Toledo have already secured results 
by the selection of competent boards, Cleveland being especially 
fortunate in that respect. The selection of Dr. Frederick C. 
Howe, for example, was a meritorious one and is significant of 
the spirit in which this city, at least, is now approaching the work 
of constructive reform. While in the State Senate, Dr. Howe 
practically laid the groundwork of the proposed reforms in the 
Ohio system, and his election came as a fitting testimonial of the 
city’s gratitude. Mayor Johnson made taxation reform the 
chief issue in the last campaign, and although defeated—probably 
on his traction record—succeeded in electing four of his candi- 
dates to the assessing board. In Cleveland the special object 
of attack will be the great industrial and public utility corpora- 
tions with their tremendous establishments shown by the Witt 
“Tax School,” a few years ago, to be vastly undervalued.‘ 
Much interest is manifested in Columbus in the work of appraise- 
ment, writes the Columbus Citizen, and the city is deeply in 
earnest in securing an equitable revaluation. The City Council 
of Toledo has appointed a committee to devise ways and means 
whereby the assessors can be aided in their work. Public meet- 
ings here, as in Cleveland, are to supersede star chamber sessions, 
and in all cases grievances are to be aired in the open. 

*A bitter fight is anticipated against the machine-controlled Board of 


Review in the event the new assessors make large advances in the valuation 
of these favored concerns. 
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A readjustment of the system of taxation in the coming year 
so as to more justly distribute its burdens will give a big fillip 
to the agitation for the constitutional amendment mentioned 
above and the abolition of the general property tax; while a 
State tax board will doubtless be established as soon as the 
Legislature can be convinced that public sentiment demands it 
and will keep watch to prevent it from becoming another cog 
in somebody’s political machine. What the State needs above 
everything at present is concise, communicable information as 
to the manifold evils of the present system as revealed by 
the commission, a widespread dissemination of these facts and 
a clean-cut statement of the measures proposed to remedy the 
situation. This work of education the Ohio State Board of 
Commerce has wisely begun to do. 

T. L. Seo. 


Western Reserve University. 
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BOOK REVIEWS. 


Travels of Four Years and a Half in the United States of 
America during 1798, 1799, 1800, 1801, and 1802. By John 
Davis. With an introduction and notes by A. J. Morrison. 
New York? Henry Holt & Co., 1909—pp. xi, 429. 


It was worth while to reprint the Travels of John Davis, for 
the book is not only interesting in itself, it is also of distinct 
value in the picture it gives of the literary profession in this 
country a hundred years ago. Incidentally it throws some light 
upon the life and conditions of that time. Although he came to 
America when he was but twenty-two years of age in order 
to make a living, Davis was a professional writer and it was in 
the United States that he first achieved a reputation. Being 
unable to support himself by this means of livelihood alone, he 
turned tutor from time to time, and in that capacity lived in the 
families of some of the best people in the South as well as in 
the North. Of a somewhat restless disposition and disliking 
restraint, he never remained long in any one position, and as 
he moved from place to place, traveling on foot, on horseback, 
and by public conveyance, as his purse or fancy dictated, he 
recorded somewhat of his observations and experiences. 

Davis was one of the many “non-official inspectors,” as the 
editor happily terms them in his preface, who came to the United 
States in the early years of its history, and while his observa- 
tions must always be accepted as interpreted through the medium 
of his own imagination, he not infrequently throws a sidelight 
upon events and conditions that one fails to get in a work of 
greater pretensions. For example, shortly after his arrival in 
New York in 1798 he was employed by a publisher of that city 
to translate “Buonaparte’s Campaigns in Italy,” and he records, 
“that on the fourth of June it was ushered into the literary 
world amidst the acclamations of the Democrats, and the revil- 
ings of the Federalists. This was to me extraordinary, for I 
had professed myself of neither party, but declared my intention 
never to meddle with the politics of a country, in which I had 
neither a fixed dwelling, nor an acre of land.” Truly this little 
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incident reveals the heat of party passions, and the relation of 
the French Revolution to the party divisions in this country! 

In another instance of political affairs Davis is not so helpful 
in his story, for he is the man who is responsible for the popular 
tradition that at the time of his first inauguration Jefferson rode 
to the Capitol on horseback and, after hitching his horse to the 
palings, went into the building to take the oath of office. There 
is other evidence to show that Davis must have been mistaken 
and doubt also attaches to the fact of his even being in Wash- 
ington at the time of the inauguration. He gives no description 
of his journey thither and the little that he says of the inaugura- 
tion is in the most general form and might have been written 
by any newspaper reporter a thousand miles away. This doubt 
becomes a conviction when we find him a few months later 
describing a trip to Washington, and in an interview with the 
Secretary of the Treasury stating that he had not traveled to 
no purpose, “for I have not only seen the city of Washington, 
but also Mr. Gallatin.” A statement of that sort in all prob- 
ability would only have been made upon his first visit to the 
place. 

While Davis gives his experience as a tutor in South Carolina, 
in New York, and again in the South in Virginia, and records 
somewhat of his journeys to and fro, his principal interests were 
literary. He dealt with printers, booksellers, and fellow-authors, 
and the notes that he has left upon these subjects are perhaps 
the most valuable of his contributions to our knowledge. They 
deal with a phase of American life of which too little study 
has been made. Then, too, his work has an intrinsic interest as 
an example of the writing of his time. His style is pedantic, 
full of more or less obscure classical allusions, and with many 
samples of his own rather stilted verse. The resultant is that 
from this one book the reader may obtain a fair idea of literature 
and the literary profession in America at the beginning of the 
last century. 

One cannot read this edition without feeling under great 
obligations to the editor, Dr. A. J. Morrison, who has performed 
his task in a very acceptable way: he has apparently been most 
scrupulous in retaining the original text; his notes are reduced 
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to the smallest compass and are unobtrusive, but they reveal a 
remarkable knowledge of other early travels in America and a 
careful comparison of this work with them; and he has added a 
helpful introduction, which includes a short autobiographical 
sketch of the author with a bibliography of his books and transla- 


tions published in the United States. 
MAX FARRAND. 


Yale University. 


Social Organization. By Charles Horton Cooley. New York: 
Charles Scribner’s Sons, 1g09—pp. xvii, 426. 


No doubt it would be possible to deduce from the facts of 
human psychology a rough draft of the organization of the 
human body, but not many a physiologist would choose to 
approach his task from that quarter. For the same reason, in 
confining his study to the psychology of “the social mind,” 
Professor Cooley has decidedly limited what he can say about 
the subject of social organization. We miss the blood and ‘iron 
which economic and political factors have to contribute to the 
system of social organs. But this is in part a defect of the 
title rather than of the book, for in fact, the author has pre- 
supposed the sterner work of system-making, and has given us 
an important study of the principles of development of public 
consciousness. 

Society has a permanent conscious core, consisting in a set 
of “primary groups”—family, gang, neighborhood—much alike 
in structure and temper in all places and in all history. These 
groups hold the mother liquor of “human nature,” which is no 
individual possession, but is perennially generated in these inti- 
mate associations; a congeries of sentiments, ideas, and 
standards of common action, highly democratic and highly 
authoritative, which press to extend themselves, in the guise of 
legal and religious codes, over the outlying limbs of the social 
system, as fast as these become matters of conscious control. 
Clearly, the major part of the system of institutions takes its 
shape apart from conscious guidance, .in obedience to forces 
which are only slowly understood. But there is in the movement 
of history a necessary tendency to the expansion of conscious. 
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control; it is an inevitable incident of growing facility of com- 
munication (and, certainly we must add, of political and ethical 
experience), that all of the forces which are making public life 
should be eventually detected, and grasped at in the interests of 
such control. In this way a valid public opinion necessarily 
emerges; and where there is a public opinion, a public will cannot 
long delay its assertion. When the public will asserts itself in 
accordance with the principles of the primary groups, we have a 
democratic régime and this type of organization is a necessary 
outcome of history. 

The most effective section of the book, from a scientific stand- 
point, is an exposition of the mechanism of public opinion, in 
which the author shows through what adjustment of organs 
the worth of a public judgment (which is never identical with 
a “popular impression’?) moves away from that of the poor- 
est, or of the average, judgment of the members of the group, 
toward a value even higher than that of the best individual judg- 
ment taken on its own grounds. His doctrine of the originality 
of the masses, whose sentiment is the fund into which all genius 
dips, is closely akin to the psychological thesis of Henri Bergson 
that sensation is the source of all originality. 

Mr. Cooley frankly accepts and justifies the results of free- 
dom, 1. é., inequalities, caste and class lines, poverty, etc., but with 
a plea for a new distribution of rewards. It is no necessary 
part of the idea of competition that prizes should be few and 
blanks many. The social value of aspiration is great; but there 
is also a large value in the desire to stay where you are, and 
this love of continuity must be, if not subsidized, at least not 
so punished as it is at present. Many another evil easily 
attributed to an open democracy is fairly shown to be an inci- 
dent of transition. As to the frequently alleged leveling-down 
tendencies, for example, it is rather the case that “an individual- 
ity of isolation is giving way to an individuality of choice,” an 
accidental prominence to a prominence more widely and justly 
earned, and vastly more significant when it is gotten. 

The treatment of special institutions is less satisfactory. The 
author holds, perhaps rightly, that our institutions generally 
are passing through a stage of disorganization, subsequent to a 
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stage of formalism, and on the way to something simpler and 
more rational. But nothing of any great significance can be 
said about the family, still less about the Church, as a result of 
general reflections about “institutions” or “disorganization.” 
It is a besetting fault of sociological study to trust to the appli- 
cation of types of judgment, in lieu of going to the bottom of 
the unique case. The book is marked throughout by an impres- 
sive sanity and fairness of mind, as well as by an extraordinary 


wealth of pertinent comment. 


W. E. HOCKING. 
Yale University. 


Le Chémage et la Profession. Contribution a l'étude statistique 
du chémage et de son coefficient professionel. Par Max 
Lazard. Paris: Alcan, 1909—pp. 379. 


M. Lazard, whose efforts have done so much to call attention 
to the importance of the problem that he discusses, has here 
made an important contribution to the scientific investigation of 
the relation of occupation to unemployment. He seeks to find 
a statistical expression, or coefficient, for the proportion of 
unemployed in each of the principal occupations. For his mate- 
rial he uses the returns of the French national censuses of 
March, 1896, and March, 1901, and of the German imperial 
censuses of June, 1895, and of December in the same year. All 
four of these enumerations included a count of the unemployed in 
connection with the occupation-census. 

M. Lazard, after describing the methods by which in each 
of these four censuses the number of the unemployed in the 
several occupation-groups was ascertained, proceeds to calcu- 
late for each occupation, according to each census, the 
number of unemployed per thousand of the total number 
(employed and unemployed) reported in a given occupation. 
The arithmetical average of these per mille figures is found for 
each census, and on this average as a base is computed the per- 
centage equivalent of the number per thousand unemployed in 
each occupation. This final percentage, showing the relation 
between the proportion of unemployed in a given occupation 
and the average proportion in all occupations, is the “coefficient 
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of unemployment” sought. In order to compare the results 
derived from the four censuses the author combines the occupa- 
tion-classes into 102 uniform groups. By an ingenious math- 
ematical device he demonstrates that the four series of coefficients 
derived from the four censuses are comparable and that they 
show a general agreement in the variations of unemployment 
in the different occupations. He therefore combines the four 
series and obtains an average coefficient of unemployment for 
each of his 102 occupations. This series he analyzes and from 
it he draws some cautiously expressed conclusions. 

The average number of unemployed per thousand for all occu- 
pations (not for all employees) varies from 27 per thousand in 
the German census of June, 1895, to 45.5 for the same country 
in December, 1895. Fof France it is 33 for March, 1896, and 
32.2 for March, 1901. The occupations showing the highest 
coefficient of unemployed are the art-trades (coefficient, 3.29), 
painting and glazing (2.94), marine transportation and fisheries 
(2.99). Relatively low stand agriculture (0.46), mining 
(0.36), and the reduction of iron (0.28), while at the bottom 
of the scale are found railroad transportation (0.08), and the 
postal and telegraph service (0.04). M. Lazard makes a com- 
parison of industries employing a large number of persons to 
each establishment with the industries carried on in small-sized 
establishments, and finds that unemployment is appreciably less 
frequent in the large-scale industries. Hence he suggests as a 
remedy for unemployment, the extension of the large-scale 
organization of production. Other causes of unemployment, 
such as strikes and seasonal fluctuations in demand for labor, as 
well as the ill-health and incapacity of individuals, M. Lazard 
regards as negligible in view of the uniformities observed in his 
four enumerations, notwithstanding differences in the operation 
of these causes not connected with occupation. The reported 
increase of the average of unemployment in Germany from 27 
per thousand in June, 1895, to 45 per thousand in December would 
nevertheless suggest the importance of seasonal fluctuations. 
The recurrence of industrial depressions as a cause of unemploy- 
ment is not mentioned at all, although certain of the large-scale 
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industries, e. g., iron-working, are reputed to be especially subject 
to this influence. 

A valuable discussion of the statistics available regarding 
unemployment is given in the second chapter of the book, and 
the results of the tabulation are presented in a series of striking 
diagrams. T-he author recognizes the limitations of the data 
on which his study is based, and claims for his conclusions only 
a relative significance. Nevertheless, the results abundantly 
justify the careful and ingenious elaboration of the material, and 
the work is an important contribution on a subject in regard 
to which exact knowledge is greatly needed. 


ROBERT C. CHAPIN. 
Beloit College. 


Essais de Statistique Morale, II.—Le Suicide et la Séparation 
de Corps. Par Camille Jacquart. Bruxelles: A. Dewit, 
Libraire-éditeur, 1909—pp. 166. 


This is the second of the series of monographs by this author 
upon-subjects which concern the moral condition of a population. 
The first volume treated of suicide, and it seems quite appro- 
priate that the second should deal with another social phenom- 
enon which has been increasing during the past half century 
in practically all civilized countries. 

The first half of the book is devoted to a consideration of 
divorce in Belgium, and the remainder to a comparative study 
of the subject in the European countries, the United States, and 
Japan. 

The section devoted to Belgium is of particular interest, for 
the law upon this subject has remained practically unchanged 
since 1804. Reliable records, kept since 1830, show a steady 
increase in numbers to the present time. There are, of course, 
years in which this increase is interrupted. The retardation or 
actual decrease in numbers usually coincides with periods of 
commercial depression. This close relation between the economic 
condition of a population and the number of divorces is not 
peculiar to Belgium, but was shown by Bertillon in France, by 
Kollman in Saxony, and by Willcox in the United States. The 
pressure of hard times seems to knit the family more closely 
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together, or, at any rate, to lead to the postponement of attempts 
at separation. 

Not only has there been an increase in the number of divorces, 
but the evil is spreading to all classes of the population. For- 
merly it was almost entirely confined to the cities and the higher 
social classes, but now the wage workers and farm laborers are 
swelling the number of divorces. This is attributed, to a consid- 
erable extent, to the growth of liberalism. 

The comparatively high rate of divorce in the cities is not due 
so much to the physiological effects of city life, the nervous 
tension and exhausting competition, as to the lack of common 
interests, or rather to the opposition of interests between husband 
and wife—the former bent on earning as much as possible, the 
latter in spending it. According to Jacquart, “keeping up 
appearances,’ or as Veblen would put it, “conspicuous waste,” 
accounts for a large proportion of the divorces in the cities. 

In the portion of the book devoted to a comparative study of 
the frequency of divorce in different countries the following 
conclusions are reached: 

1. The countries in which divorce is most frequent are those 
which have a high degree of culture and liberal divorce legisla- 
tion. By culture is meant the general diffusion of education 
among all classes of the population. The spread of education 
among women has led them to demand more from their 
husbands, and therefore divorce may not be so much a measure 
of the amount of marital injustice as of resistance to it. This 
spread of education has also tended to democratize divorce. 

2. Between different countries or parts of the same country 
with similar legislation and stage of culture, the difference in 
the divorce rate is to be explained, in large part, by the influence 
of religion, and particularly of the Roman Catholic religion. 

3. The rate of divorce is higher in the cities than in the 
rural districts. 

4. The countries in which the rate of divorce is high have, 
as a rule, a low legitimate natality, and a high rate of suicide. 

In this section of the book the profession of the parties to the 
divorce, their ages, the causes of divorce, the duration of 
marriage before divorce and the various aspects of this question 
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which have been most frequently studied are considered. These 
topics have been often discussed and there is little unexpected in 
the tables, or original in the treatment of them. The digest of 
the legislation in many of the countries is of value to the Ameri- 
can student. 

The proof of the volume was evidently read with considerable 
care, although on page 126 there is, in a paragraph of three 
lines, one mistake of 100 in absolute numbers, and the total of 
the percentages given is 109 instead of 100. 

The volume probably contains more statistical information 
upon divorce in the European countries than any which has 
appeared for some time. For his material the author, in most 
cases, used the official publications. In drawing the lessons from 
these figures he has generally weighed the opinions of several 
writers upon the different points before stating his own. 


WILLIAM B. BAILEY. 
Yale University. 


Energetische Grundlagen der Kulturwissenschaft. Von Wil- 
helm Ostwald. Philosophisch-soziologische Biicherei, Band 
XVI. Leipzig: Verlag von Dr. Werner Klinkhardt, 1909— 
pp. viii, 184. M. 6.—(geb.). 

This book is an interesting and important study in the field 
of the social sciences by a master in that of the natural sciences. 
There is about it a freshness and charm which seem to reflect the 
interest of the versatile author in his forays over an attractive 
side-issue. Professor Ostwald has rather avoided a close 
acquaintance with the literature of what he calls Kulturwissen- 
schaft, thinking that in so new a discipline there is call for all 
varieties of methods of approach. 

Briefly, the thesis of this series of thirteen V orlesungen is that 
social forms of all types play about the utilization or economy of 
energy. The energies drawn upon are (1) mechanical ener- 
gies, (2) heat, (3) light, (4) electric and magnetic energies, 
(5) chemical energies. The last-mentioned variety is more 
manifold in its forms than all the rest, and, because it can be 
more readily stored and transported, it has been of greater 
utility to civilization. Furthermore, it is the form upon which 
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all organisms fall back in the last instance as the basis of all 
their activities. 

Having developed his fundamental conceptions, the author 
now goes on to apply them. All adaptation of organisms, for 
example, is no more than the better utilization of available energy. 
Man distinguishes himself from the rest of the organic world 
through his ability to appropriate the several varieties of energy 
from the region “outside his epidermis.” Such energy may be, 
with respect to its derivation, inorganic, organic (from plants 
or animals), or human; but Ostwald declares these forms have 
been utilized in a sequence the reverse of the preceding—that 
human energy was first laid under requisition. We may here 
be permitted to doubt, for example, whether slavery preceded 
the utilization of fire. 

The argument proceeds to show how, through his skillful 
seizure of the energy in nature, man has triumphed over space 
and time; and then how association, speech, trade, law, and 
government may be regarded as means of utilizing with better 
economy the natural forces available. Naturally, if the thesis 
and its working out in the societal field is sound, the grand sup- 
port of all culture must be science—it is at once “the finest flower 
of civilization and its profoundest root.” 

Now the value of this book to the social scientist lies precisely 
where the author thinks it does; it is a new method of approach, 
and a novel one. It has no fresh facts to speak of, but it does dis- 
play a vista of fresh relations. It is the perspective of one who 
has not trodden the beaten paths of the social sciences, but who 
has beaten and blazed out paths elsewhere, and knows what kind 
of a job scientific path-work is. Seeing with such a companion, 
one is set aside a little from the manner of procedure of his own 
craft, and undergoes an enjoyable and profitable experience. It is 
a good book to read. Further, it is through the making of such 
forays as this that the essential blood-kinship of the several 
sciences and families of sciences is set into the proper relief; and 
it is seen that the social sciences, so prone to take leave of the 
earth, have the closest of relationships with the natural sciences. 
One Malthus furnished Darwin and Wallace with the key to the 
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evolutionary theory; and no one can deny that that theory 
has been and is repaying its debt to the intellectual descendants 
of the clergyman-economist. The linking together of all the 
sciences is an ideal which is perhaps unrealizable; but every move 
in the direction of that ideal is an inspiration. Hence there is 
a value to this sort of book that transcends the work itself. There 
is to the social scientist a very pronounced difference between this 
sort of by-product from the hand of a fellow-scientist and the 
disquisitions on social relations and institutions set forth from 
time to time by metaphysicians and philosophers. 
A. G. K. 


Sociology. By James Quayle Dealey. New York: Silver, 

Burdett & Co., 1g09—pp. 405. 

The preparation of a text-book of sociology is an extremely 
difficult and hazardous undertaking. The inevitable wideness 
of the field and the lack of any unanimity of opinion as to 
the subject matter of the study make it a serious question where 
to begin, where to stop, and what to leave out. The present 
volume represents a very successful effort to solve this problem, 
particularly in the effort to correlate the teachings of the theo- 
retical and practical exponents of the subject. The book is 
divided into two parts, the first of which is devoted to an expo- 
sition of some of the simpler teachings of sociology. Here the 
author seeks to lay down the fundamental principles which 
underly human association and achievement, and traces the devel- 
opment of the important social institutions. In the second part, 
the effort is made to apply these principles to the solution of 
modern social problems, and to outline a programme for social 
betterment which will tend toward the ultimate perfection of 
human society. The author believes thoroughly in a telic policy 
for society, and finds the solution of our social problems to 
lie in a wider dissemination of education and an improvement 
of industrial conditions. The book is hopeful and optimistic 
throughout, and there is a refreshing emphasis laid on the 
importance of personality in achieving social ends. As might 
be expected, the influence of Professor Lester F. Ward is mani- 
fest all through the book. In the first part, the main weakness 
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lies, just where is does in most theoretical treatments of the 
subject, in the failure to enunciate clearly the fundamental prin- 
ciple of association. The author says that primitive man “slowly 
began to perceive the real utility of living in a group,” and that 
the resulting horde-group is the “starting point for studies of 
social development” (pp. 46, 47). But if there is an underlying 
principle of social union which is capable of definition or name, 
it must be in operation when the first two members of the human 
species are drawn together, and is in thorough running order by 
the time that man has advanced to the horde-group. The second 
part of the book falls short, if anywhere, in the absence of any 
practical rules or instructions which the social worker may follow 
in treating actual cases. But perhaps the author does not regard 
these as a legitimate part of the subject. 

Taken as a whole, the book is extremely valuable and sugges- 
tive. The language is clear and the discussions logical and 
forcible. While, as the author intimates in his preface, the book 
is too brief to serve as a complete text-book for college classes, 
there can be little doubt that if a satisfactory text-book of 
sociology is ever to be written, it must follow out the general 
plan of this book. 

H. P. FAIRCHILD. 

Bowdoin College. 


Railroad Promotion and Capitalization in the United States. 
By Frederick A. Cleveland and Fred Wilbur Powell. New 
York: Longmans, Green & Co., I909—>pp. xiv, 368. 


The title of this book is somewhat misleading, for the work 
is, in a large degree, a history of the development of inland trans- 
portation in the United States. There are less than three hun- 
dred pages of text proper, and nearly one-half this space is 
devoted to what we might properly designate as preliminaries 
before a discussion of the function of the promoter in railway 
enterprises and of his relations to the capitalist is undertaken. 
But the study is professedly incomplete, since chapters bearing 
on the financing of construction and equipment, financial man- 
agement, bankruptcy, receivership, reorganization, and consoli- 
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dation are to be published at a later date. If the completed work 
had appeared in the place of this single volume it is quite probable 
that the space devoted to subjects other than the main thesis 
would not have seemed so much out of proportion. 

It is not to be understood, however, that this is considered to be 
detrimental to the book; on the contrary, the authors, in 
prefacing their study with several chapters on the early history 
of internal improvements in this country, have done a note- 
worthy service. Numerous sources, both original and secondary, 
have been drawn upon, and the result is a short but plain and 
accurate account of the evolution of transportation enterprises 
in the United States. The discussion of conditions in colonial 
times is concerned, of necessity, with waterways and roads. The 
political and economic factors which prompted the beginning 
and later expansion of improved means of intercourse between 
remote settlements are considered, as also the direct effects of 
the Embargo and of the War of 1812 upon transportation 
development. 

The discussion of the turnpike and bridge era of the first 
quarter of the nineteenth century, as well as that of the canal 
period which, roughly speaking, covered the two succeeding 
decades, centers around the question of the financing of the works ; 
and, from the same viewpoint, much attention is later given to the 
railways. The writers point out that America’s first hope for 
support in transportation enterprises had been in the national gov- 
ernment; but that, failing in this, the States themselves embarked 
upon works of internal improvement, and so extensively that in 
several cases they were led to bankruptcy. Accordingly, by 1857, 
the transportation systems of all the States, with two excep- 
tions, had been disposed of to private companies. “Beginning 
with the private corporation as a local funding agent impotent 
to finance the larger improvements, and passing through a period 
of state funding, transportation again had recourse to the pri- 
vate corporation which was now grown to such proportions that 
with the aid of national land grants and national, State and local 
subsidies, it was able to finance undertakings requiring millions 
of dollars.” 
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The part of the book which deals more directly with promo- 
tion and capitalization contains, among other chapters, several on 
rivalry between trade centers in its relation to promotion and 
capitalization; the promotion of private companies; legislative 
provisions as elements in promotion and capitalization; methods 
of appeal for financial support; individual, local, State and 
national subsidies to private companies; and financial institu- 
tions and syndicates as agencies of capitalization. These chap- 
ters are quite as well written as the earlier ones, and contain 
numerous examples culled from railway reports, legislative and 
executive documents, etc., illustrating the principles set forth. 

The concluding chapter contains an exhaustive bibliography 
of forty-two pages, the value of which would have been enhanced 
considerably if it had been classified. This defect is overcome 
in a large measure, however, by a critical discussion of the best 
sources of information for a study of certain definite topics, such 
as charters, methods of appeal for financial support, railway sub- 
sidies, land grants, and the operations of financial institutions 


as funding agencies for railroads. 
AVARD L, BISHOP. 


Yale University. 


Railroad Freight Rates in Relation to the Industry and Com- 
merce of the United States. By Logan G. McPherson. New 
York: Henry Holt & Co., 1Ig0g—pp. ix, 405. 


The title of this book is suggestive of a broad treatment of 
railroad rates. The actual treatment of the subject is perhaps 
broader than even the title would indicate. The chapters deal 
with such subjects as the production and the distribution of 
foodstuffs, the distribution of raw material and merchandise, 
transportation ,charges in relation to prices, the regional rate 
structures, commodity rate structures, the beginning of through 
service, secondary freight services, the freight traffic depart- 
ments, legislative experiments, etc. The discussion thus enters 
into the preparation of materials for the market as well as their 
carriage by the railroads. It takes up the relations of the rail- 
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road service to the manufacturing, wholesaling, retailing, and 
storage of products. 

The writer emphasizes particularly the smallness of the 
freight charges in comparison to the selling prices of goods car- 
ried. In the chapter on “The Regional Rate Structures” are 
noted the special conditions developing the rate structures in dif- 
ferent parts of the country. The author shows familiarity with 
the theory of rates, but the theoretical points are mentioned gen- 
erally in a concrete and historical setting, emphasis being given 
to the explanation of the situations which railroad traffic officials 
have had to meet. Attention is given to the evil of fluctuating 
rates, even apart from the generally associated evil of discrimina- 
tion. ‘When rates were cut, restored and cut again with such 
alternate rapidity that the transportation charge between New 
York and Chicago, or any two other considerable commercial 
centers, varied as often as forty to sixty times within a single 
year, the range of the fluctuation frequently being 50 cents or 
even $1.00 per 100 pounds, an element of variability entered into 
the cost calculations of the manufacturer and the merchant com- 
parable to that caused by the fluctuations of an unstable cur- 
rency.” 

A distinction is well drawn between local and through trans- 
portation. It is pointed out that local freight “is usually in 
packages in less than carload lots; that to facilitate unloading, 
these packages must be placed in the cars, destination after des- 
tination, in the order that the stations are approached by the 
train; that even when there is volume sufficient to load a car 
to its capacity it is impracticable to do so because room must 
be left for the working of the freight handlers at each station, 
and that, consequently, as cars are practically never loaded to 
their full capacity in the local service, the trains seldom utilize 
the full tractive powers of their locomotives; that local freight 
trains stop at every station at which freight is discharged or 
received; that on perhaps the great majority of runs the load 
of a local freight train constantly diminishes from the starting 
point until near the end it is almost empty, while on the return 
it starts with a very light load which increases station by sta- 
tion until the terminal is reached.” 
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The author brings to his work practical experience in rail- 
road administration, as well as the experience of the classroom. 
The book, therefore, evidences familiarity with the practical dif- 
ficulties which the railroad administrator has to face, and is, 
besides, clear and readable. The treatment of the subject mat- 
ter is, however, extremely general, and would perhaps gain by 
the addition of illustrative cases. A somewhat critical attitude 
towards the work of the Interstate Commerce Commission seems 
to proceed at least in part from a lack of appreciation of the dif- 
ficulties it has had to meet, difficulties which have appeared, to 
many, to justify the recent extension of the Commission’s powers. 

The value of the book is impaired by the total absence of refer- 
ences, either in the form of footnotes or otherwise. Thus, on 
page 239 the author mentions the principles underlying a higher 
charge under certain conditions for a shorter than a longer haul 
as having been pointed out by an English economist as early 
as 1849, but does not give us the page of the citation nor even 
the name of the book or the name of the writer alluded to. 
Much of Mr. McPherson’s information is gained, as he states 
in his preface, from personal experience and from conversation 
with railroad men. Naturally, specific reference to sources as 
well as exact dates and details cannot in those case be expected, 
but there are many places where references can and should be 
given, and where their lack will probably be felt by many readers. 

HARRY G. BROWN. 


Yale University. 


Forty Years of American Finance. By Alexander Dana Noyes. 
New York and London: G. P. Putnam’s Sons, 1909—pp. xxiv, 
418. $1.50 net. 


This book is sure of a hearty welcome from all those who are 
acquainted with the author’s “Thirty Years of American 
Finance,” of which the present volume is really the revised 
edition, brought down to date and with its title appropriately 
changed. Mr. Noyes’s account of American finance since the 
Civil War was altogether too valuable a book to be allowed to 
lag very far behind the times. The author has been wise in 
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retaining his thirty years’ history, which covered the period 
from 1865 to 1896, practically unchanged. The revision con- 
sists in the addition of five new chapters, covering the decade 
from 1896 through the panic of 1907. The new matter amounts 
to 140 pages, thus increasing the size of the book by half. 

These chapters contain, in the author’s characteristic style, a 
clear, scholarly, and interesting account of the “industrial boom” 
which in 1897 succeeded the previous period of depression, of the 
wild speculation, the enormous consolidations of capital with 
their attending social and political results, and finally of the 
panic of 1907 and its immediate after effects. The history is 
almost exclusively devoted to the finances of the business world, 
as distinguished from public finance, and it is a matter for regret 
that the author has paid so little attention to those important 
features of government finance which filled the period and had 
their influence on private business. Very little is said, for 
example, about the great increase of national bank circulation, 
the dangerous tendencies in the public debt, the whole problem 
of currency reform which has occupied an important place during 
the decade, the surplus revenue, the virtual breakdown of our 
“Independent Treasury” system, and the influence of the Treasury 
Department in encouraging speculation and leading the banks 
to rely upon help from Washington rather than upon the exer- 
cise of forethought and caution on their own part. We are also 
surprised to find so little reference to the great production of 
gold and its undoubted effect on prices and speculative business. 
These are all topics on which Mr. Noyes is qualified to speak with 
authority, and we are disappointed not to hear from him. 

But it is hardly fair to find fault with an author for the things 
he did not write, and probably never intended to write. Within 
the field marked out for them, the new chapters are well up to 
the standard of the earlier book, and higher praise than this 
it would be hard to express. Without in the least verging on the 
sensational, and while maintaining his constantly judicial and 
scholarly attitude, the author has yet succeeded in imparting 
to the story of American finance that intensely dramatic quality 
and sustaining interest which the subject so justly deserves. 
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No one who has once started reading the book can willingly lay 


it aside until the last page has been finished. 
F. R. F. 


The Book of Wheat. By Peter Tracy Dondlinger. New York: 
Orange Judd Company, 1908—pp. xi, 369. 


The limited attention which has hitherto been given by Ameri- 
can writers to the study of the great basic industries seems 
entirely out of proportion to their importance under modern 
social and economic conditions. It is true, however, that some 
of our writers have entered this increasingly important field; 
and the result has been the appearance of comprehensive and 
scholarly studies of several important products such as corn, 
alfalfa, and cotton. Nor should one overlook the number of 
briefer treatises which deal with a wide range of industries. In 
this connection there should be mentioned, in passing, the com- 
mendable efforts of certain German scholars, as, for example, the 
series of technical economic monographs edited by Dr. Ludwig 
Sinzheimer, which have been appearing recently at frequent 
intervals. These, however, have been prepared largely for the 
purpose of showing the economic significance of the development 
of technical knowledge in certain important industries ; and their 
field is more or less limited in that they deal largely with repre- 
sentative industries of Germany. 

The volume before us, however, is broad in scope, for it deals 
with the wheat industry in its entirety. It is difficult to find 
any important part of the field which has not been treated, and 
the work has been done so well that the completed study is an 
excellent authoritative contribution to the literature dealing with 
one of the world’s greatest industries. The volume is based 
upon a careful study of practically all of the available publica- 
tions treating of the wheat problem in all of its various aspects, 
from the view-point of the sociologist and of the economist 
as well. In addition, several years of practical experience in the 
wheat fields of the Northwest have combined to give the author 
a breadth of vision which appeals both to the scholar and the 
business man. Leading chapters treat of the natural history of 
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the wheat grain and plant, the influence of the natural environ- 
ment, cultivation, harvesting, fertilizers, diseases and insect 
enemies, transportation and storage, marketing, and milling. 
The book is liberally illustrated, is carefully indexed, and con- 
tains an exhaustive bibliography of over thirty pages, which is 
classified both by topics and by authors. 
AVARD L. BISHOP. 


Yale University. 
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RECENT LITERATURE. 


Readings in American Government and Politics. By Charles 
A. Beard, Ph.D. New York: The Macmillan Company, 1909. 
It is difficult to form a fair opinion of a collection of readings 
designed to accompany a manual not yet in print. Every such 
collection must be judged quite as much by what it leaves out as 
by what it includes. In the present instance, the editor’s selection 
of material has been determined largely, no doubt, by the nature 
and scope of the text-book which he has in preparation. Taken 
by itself, the proportions of this volume seem somewhat faulty. 
Nearly two-thirds of the book are devoted to material relating 
to “Historical Foundations” and to the Federal Government. 
Yet the operations of government which affect the individual most 
directly and most often are those of his State, county, town or 
municipality. The historical foundations lack some important 
props. It is not clear why the editor restricted his survey of 
the colonial origins of local government to New England and 
Virginia, and omitted all reference to local government in the 
middle colonies. Rather than reprint the Declaration of Inde- 
pendence, which, as the editor admits, “afforded no practical 
basis for the reconstruction of the political system,” it would 
have been more to the point to include the less familiar “Asso- 
ciation” of 1774, which was perhaps the first constructive act 
of the colonies. Yet in view of the large amount of suggestive 
material which has been packed into this volume, it would be 
ungrateful to dwell upon the omissions. Professor Beard has 
assembled a series of selections which ought to be of the greatest 
value to teachers of government and politics. 


The Sociology of the Bible. By Ferdinand S. Schenck. New 
York: The Reformed Church in America, 1909—pp. 419. 
Price, $1.50 net. The purpose of the book is very ambitious 
and suggests much needed work in a neglected field, but the 
execution is disappointing for several reasons. First of all, the 
author evidently takes it for granted that certain voluminous 
sociologists of the present time have settled the matter as to what 
Sociology really is and then goes ahead blithely to interpret 
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valuable material concerning Hebrew society on this basis. 
Along with this, the discussion of such topics as Primary Classes, 
Land Laws of the Hebrews, The Institution of Industry, The 
Accumulation and Distribution of Wealth, The Institution of 
Control, is so much warped by, because inseparable from, an 
antiquated theology, that there seems to be a pet theory under- 
lying it all for the exposition of which the book was written. 
The Kingdom of God is taken to be the end toward which society 
is working. Two magic phrases unlock all doors and banish all 
difficulties ; “the supernatural revelation of God” and “the par- 
ticular society of the Bible.” They stand almost as cause and 
effect, and all things are possible granting the author’s immediate 
convictions on these questions. Many examples of too much 
preaching could be shown and, finally, much American data might 
be removed from the book with little loss. 


Source Book for Social Origins. Ethnological Materials, 
Psychological Standpoint, Classified and Annotated Bibliographies 
for the Interpreter of Savage Society. By William I. Thomas. 
Chicago and London: University of Chicago Press, 1909—pp. 
Xvi, 932. $4.77 postpaid. Professor Thomas has here compiled 
a book of selections from important authorities which will be of 
value to any teacher of the science of society; and his bibliogra- 
phies, it may be added, make for greatly increased effectiveness 
of the whole. The book is preéminently a labor-saver for the 
instructor and as such deserves cordial recognition. But it is 
more than that: the selection of matter and its arrangement 
carry with them much that is sound and suggestive, and the 
comments and other contributions of the compiler are illumin- 
ating. “It is impossible,” says the author, “that the scientific 
and comparative method connected with the movement we call 
Darwinism should not in the long run be extended to the study 
of man himself.” And it is plain from the evidence of the book 
before us that Professor Thomas stands for Darwinian method, 
not only in its more picturesque phases, but in its very laborious 
ones. It is encouraging to find attempts at arrangement and 
coordination of materials, for the purpose of study and teaching, 
where speculation has been all too rife. 
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Tlingit Myths and Texts. Recorded by John R. Swanton. 
Bureau of American Ethnology Bulletin 39. Washington: 
Government Printing Office, 1909—pp. vii, 451. We have here 
another of the regular series of records made under governmental 
auspices, covering the actual myths as rendered into English, and 
also as reproduced phonetically. In the absence of phono- 
graphic records, the method used represents probably the best, 
though a laborious way of preserving the Indian dialects for the 
study of future specialists in languages. This, and the collecting 
of folklore before it is too late, are enterprises that cannot be 
sufficiently praised. 


Der Giiterverkehr in der Urgesellschaft. Von Felix Somld. 
Fascicule 8 des Notes et Mémoires de I’Institut de Sociologie 
(Instituts Solvay). Bruxelles: Misch & Thron, 1909—pp. vi, 
186. In this book about six times the space allotted to any other 
group is assigned to the Australians; relying upon the rather 
extended literature dealing with these tribes, the author has 
entered upon a somewhat full discussion, and has developed most 
of his points of view, before he goes on with his other examples 
of very primitive culture—the Tasmanians, Botocudos, Andaman 
Islanders, and others. He has gathered a good many interesting 
and significant instances to illustrate the assertion with which he 
sets out, “that we do not know a society without knowing its 
economic condition.” The volume closes with some twenty 
pages of a polemic nature, showing the fallacy of several theories 
respecting early trade, for example that of Letourneau, who 
asserts that silent barter represents the most primitive form 
of exchange. 


A Study of the Population of Manhattanville. By Howard 
Brown Woolston. Columbia University Studies in History, 
Economics and Public Law, Vol. XXXV, No. 20. New York: 
Longmans, Green & Co., 1909—pp. 158. $1.25. The great 
value of this book lies in the fact that it furnishes that sort of 
accurate detailed information in regard to a small group of people 
of which sociology stands so much in need, in order that its 
wider generalizations may have a firm basis of fact. It is an 
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intensive study of the population of a small section of New 
York City, lying just north of Columbia University, for a long 
time isolated by its natural inaccessibility, and only within the 
last few years taking on a really urban character. Settled 
originally by the Dutch, it was later taken over by the English. 
About the middle of the nineteenth century large numbers of 
Irish and German immigrants began to come in, and more 
recently there have been large contingents of Italians and Jews, 
and a scattering of other nationalities. Of the resulting mixed 
population the author has made a careful and exhaustive study, 
and the book in question gives his results in regard to the eco- 
nomic, social, and moral conditions of this small section of 
the metropolis. The facts are well arranged and clearly pre- 
sented, with numerous tables accompanying the text. The 
authorities seem to be well chosen, and the book contains much 
internal evidence of its accuracy. There is a good anaylsis 
of the contributions of the various racial elements to the social 
temper, and an illuminating classification of industries, as well 
as numerous suggestive observations scattered throughout the 
work. 


Accident Insurance for Workingmen. Wisconsin Legislative 
Reference Department, Comparative Legislation Bulletin No. 20. 
By Reuben McKitrick. Madison, Wis., July, 1g09—pp. 70. The 
author has gathered within the compass of seventy pages, a useful 
bibliography of the subject, a chapter of definitions and legal 
distinctions, and analyses of insurance methods in the United 
States and in foreign countries. The Bulletin goes somewhat 
beyond the scope indicated by the title, since it deals with life 
insurance companies and fraternal beneficiary associations as 
well as with accident insurance. On the other hand, compensa- 
tion for accidents, though closely related to accident insurance, 
is not included. Special attention is given to the German and 
Austrian systems of accident insurance as introduced by the 
laws of 1884 and 1887, respectively. While necessarily brief, the 
book cannot fail to be of use to those to whom the subject is new, 
and who need a simple and lucid introduction. If a second 
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edition is issued, we hope that the proofreader will not let “this 
data,” (page 57) remain. 


Transportation and Industrial Development in the Middle 
West. By William F. Gephart. Columbia University Studies 
in History, Economics and Public Law, Vol. XXXIV, No. 1. 
New York: Longmans, Green & Co., 1I909—pp. 273. The title 
of this book is somewhat misleading in that the writer confines 
his attention almost exclusively to the State of Ohio. Still, it 
is to be remembered that the evolution of industry which 
occurred in Ohio is more or less typical of that which has taken 
place in all of the States of the Middle West. The author is 
convinced that there are comparatively few who realise fully 
the great work which has been done by the railroads and other 
agencies of transportation in developing the resources of this 
country; and he has done a valuable service in pointing out in 
detail the interrelation between industrial development and 
transportation in a limited section of the United States. Among 
the more important chapters are those which deal with primi- 
tive routes of travel and trade; the effects of the introduction 
of the steamboat and of the building of canals upon the industrial 
life of the Middle West; the influence of the later development 
of railways, and the past and present importance of the Ohio 
rivers and harbors. 


The Rise and Decline of the Wheat Growing Industry in 
Wisconsin. By John G. Thompson, University of Wisconsin, 
Bulletin No. 292. Madison, 1909—pp. 250. This monograph 
is a detailed historical study of an industry which, at one time, 
was of primary importance in the State of Wisconsin. A com- 
mendable feature of the work is that the writer was not satisfied 
merely to narrate the facts in connection with the rise and decline 
of wheat culture in the State under consideration; but he has 
attempted to point out the underlying causes. He believes that 
a considerable revival of the culture of this cereal is improbable, 
owing to the fact that other industries, notably dairying, are 
better adapted than wheat to present-day conditions existent in 
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Wisconsin. A classified bibliography, a number of well-prepared 
maps and charts, and an exhaustive index add greatly to the 
usefulness of the book. 


Transportation by Water in the United States. Report of the 
Commissioner of Corporations, Department of Commerce and 
Labor. Washington: Government Printing Office, 1gog—Part 
I, pp. xviii, 614; Part II, pp. xxiv, 402. An exhaustive investi- 
gation of water transportation in the United States is being made 
under the direction of the Federal Commissioner of Corpora- 
tions, and already two volumes of the study have been published. 
The first deals with such broad questions as the physical character 
of the coastwise and inland waterways; the types of traffic- 
carriers and their equipment, and the financial and legal questions 
involved in their operation. The second volume contains a dis- 
cussion of water-borne traffic with reference to its general 
nature, and to its past and present importance upon the various 
waterways of the country. Other sections of the study yet to 
be published will deal with such further problems as terminals, 
freight rates, and the relations of the railways to the waterways. 


The Currency Problem and the Present Financial Situation. 
A series of addresses delivered at Columbia University, 1907- 
1908. New York: The Columbia University Press, 1g08— 
pp. xxviii, 170. This volume contains eight addresses by some 
of the leading bankers of New York City. After an introductory 
article by Professor Seligman, on “The Crisis of 1907 in the 
Light of History,” the following papers appear: “The Modern 
Bank,” by Frank A. Vanderlip, vice president of the National 
City Bank; “The Stock Exchange and the Money Market,” by 
Thomas F. Woodlock, former editor of the Wall Street Journal; 
“Government Currency vs. Bank Currency,” by A. Barton Hep- 
burn, president of the Chase National Bank; “Gold Movements 
and Foreign Exchanges,” by Albert Strauss, of Messrs. J. W. 
Seligman & Co.; “The New York Clearing House,” by Wil- 
liam A. Nash, president of the Corn Exchange Bank; “Clearing 
Houses and the Currency,” by James G. Cannon, vice president 
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of the Fourth National Bank; “American and European Bank- 
ing Methods and Bank Legislation Compared,” by Paul M. 
Warburg, of Messrs. Kuhn, Loeb & Co.; and “The Modern Cor- 
poration,” by George W. Perkins, of Messrs. J. P. Morgan & 
Co. These papers are, naturally, of varying merit. In one or 
two cases it is hard to find much connection between the subject 
matter of the address and the title of the volume. Generally, 
however, the papers are of high merit. They are the words of 
practical men of high standing and large experience, telling 
about important business systems and practices upon which they 
are qualified to speak with authority. In only one case does the 
writer lose himself in the realm of theory and generalization. 
The book is obviously popular and unacademic. It contains 
important information which will be of value to any one who is 
interested in the subject of currency reform. 


The Financial History of Wisconsin. By Raymond Vincent 
Phelan. Bulletin of the University of Wisconsin—Economics 
and Political Science Series, Vol. III, No. 2. Madison, Wis., 
1908—pp. 292. $0.50. This is one of the collection of State 
financial histories which is being prepared under the general 
direction of the Carnegie Institution. It is a scholarly piece of 
work, representing much careful investigation. A possible fault 
is the writer’s too close adherence to the text of statutes, court 
decisions, and reports, which make up a large part of the volume 
and are rather dry reading. Among the important historical 
facts brought out, the following are of special interest: the fail- 
ure of the general property tax; the disgraceful corruption and 
inefficiency in the management of the public lands of the State; 
the strict constitutional limit to State borrowing with the resulting 
small indebtedness, which is in marked contrast with the heavy 
burdens of debt incurred by the local governments of Wisconsin 
as well as by other States; and finally, the tendency of Wisconsin, 
in the taxation of railroads and other corporations, to abandon 
the gross receipts tax in favor of the ad valorem tax on property. 


First Biennial Report of the Minnesota Tax Commission. 
Saint Paul, Minn., 1908—pp. x, 279. The Minnesota Tax Com- 
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mission was created by the Legislature in 1907. Its first report, 
which was merely preliminary, appeared in 1907. The present 
volume is the first regular biennial report of the commission. 
It presents a full account of the existing tax system of Minnesota, 
with some record of historical development, followed by criticism 
and recommendations. Like all such reports, it contributes evi- 
dence of the failure of the general property tax. This evidence 
is particularly impressive on account of the special efforts under- 
taken to make the assessment of 1908 as perfect as possible, a 
matter to which the commission devoted a great deal of attention 
and labor. Some thorough and valuable investigation has been 
made by the commission, especially with regard to real estate 
assessments and the valuation and taxation of iron ore lands. 


Taxation of Corporations. Part I—New England. Depart- 
ment of Commerce and Labor, Bureau of Corporations. Wash- 
ington: Government Printing Office, May 17, 1909—pp. xiv, 
156. This report is a digest and discussion of the systems of tax- 
ing manufacturing, mercantile, transportation, and transmission 
corporations and the securities issued by them, in the six New 
England States. It consists of a general introductory discussion 
(covering twenty-eight pages), followed by separate chapters on 
each of the States. The account for each State contains (1) 
a general view of the tax system of the State, (2) a detailed 
digest of the constitution and statutes, (3) an account of the 
financial returns of taxes for a few recent years, and (4) com- 
ments by taxing officials and other authorities on the working 
of the State tax system. The report is a decidedly valuable con- 
tribution. It shows evidence of careful work in investigating 
statutes and financial statistics, and also a sound knowledge and 
understanding of the principles of public finance. It should 
prove of practical value to everyone interested in the subject. 
The Bureau of Corporations intends to print similar reports on 
the other States in future volumes, an undertaking which is 
deserving of hearty support. 


‘The Cost of Municipal Government in Massachusetts. First 
Annual Report of the Massachusetts Bureau of Statistics of 
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Labor on the Comparative Financial Statistics of Cities and 
Towns. By Charles F. Gettemy. Boston: Massachusetts 
Bureau of Statistics, 1g08—pp. lii, 299. Every serious effort 
to bring order out of the wilderness of municipal accounts and 
financial statistics is to be welcomed. That the State of Massa- 
chusetts has undertaken this work is especially gratifying. The 
present volume was prepared in accordance with an act passed 
in 1906, which calls for the publication of a similar report each 
year. Being the first report, it is somewhat preliminary and 
tentative in character. Nevertheless, it is of the greatest value. 
The author shows himself familiar with the best literature of 
the subject and with the work that has been done elsewhere along 
this line. This report covers the fiscal years ending between 
November 30, 1906, and April 1, 1907. The second report 
should have appeared by this time, but has been delayed by a 
reorganization of the work which was shown necessary by the 
experience of preparing the first report. The second report is 
awaited with interest. 


Report of the Advisory Commission on Taxation and Finance 
of New York City. New York: Martin B. Brown Co., 1g08— 
pp. 162. This is the report of a commission appointed by the 
mayor in 1905. From time to time five separate reports have 
been made, covering parts of the general subject. The final 
report, which includes all of these partial reports, appeared in 
October, 1908. The bulk of this very able report is concerned 
with questions of technical administration, such as the funding 
of uncollectible back taxes, the city’s debt limit, the proposal 
to change the date of collecting taxes, the collection of arrears 
of real estate taxes and assessments, the system of accounts and 
statistics, etc. The most interesting part of the report is the dis- 
cussion of the personal property tax. A history of the expe- 
rience of other States is compiled from various reports. It 
is shown that the attempt to collect taxes on personal property in 
New York City has proved a “howling farce,” and it is urgently 


recommended that the tax be abolished as soon as that can legally 
be done. 
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What have the Greeks Done for Modern Civilization? By 
John P. Mahaffy. Lowell Lectures of 1908-09. New’ York and 
London: G. P. Putnam’s Sons, 1909—pp. xi, 263. Mahaffy 
needs no introduction to students in any field; the present volume 
shows the enthusiasm of youth and the attractive presentation 
characteristic of earlier works. The influence is delineated of 
Greek poetry, prose, art, the natural and social sciences, and 
philosophy. Interesting as bearing on present-day discussions 
is the lecturer’s conviction of the essentiality of Greek for the 
teaching of Latin or even of English. “I was almost driven to 
believe the paradox that without a classical education even the 
proper appreciation of English literature is unusual.” 


Fernando Cortes and the Conquest of Mexico, 1485-1547. 
By Francis A. MacNutt. New York and London: G. P. 
Putnam’s Sons, 1909—pp. 475. This book, in the Heroes of the 
Nations series, is really an extended and more or less popular 
biography of Cortes. It uses the original Spanish sources very 
consistently, and is entirely readable. The author seems to be 
honestly struggling between hero worship and a desire to avoid 
the same. His pages bring out clearly enough the exceptional 
education, acumen, dominance of will, and incontestable power 
of leadership which set Cortes apart from and above all the 
other of the conquistadores. 


Free Press Anthology. Compiled by Theodore Schroeder. 
Published by the Free Speech League and the Truth Seeker 
Publishing Co. New York, 1909—pp. viii, 266. $2.00. This 
is a collection of papers, historical and modern, defending free 
speech and assailing censorship of various kinds. It begins 
with Milton’s “Areopagitica” and ends with a section on 
“Liberty of Conscience and Speech for Anarchists.” Its motto, 
derived from Westermarck, is: “The concealment of truth is 
the only indecorum known to science.” There is an extended 
section dealing with freedom of discussion as respects sex- 
matters, which brings out not a few examples of popular false 
modesty. 
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Yale Review Reprints WANTED 


The following leading articles in fo com ; 
recent issues of the REVIEW can be 0 complete our files 


procured by enclosure of the prices 


mentioned : Early Copies of The 


1—Industrial Leadership. A study in the 

Day, Pro Vance Pen. coo ae, Clive 
rofessor of Economic History in . + 

os and aman mana. 10c. YALE REVIEW 

Mr com in State Sogetation of the 


Insurance Business. By Lester W. Zart- 
man, late Asst. Prof. of Political Economy, 


SN GNan64nsedkeehdossinnsensnss 10c. Correspondence is solicited 
3—Ten Years’ ——— of the Stock i 
Gachenes to Go i. tear C. regarding the purchase from 
Emery, Professor of Political Economy subscribers of THE YALE 
I ccdccclicstoebakaienns dpe 10c. 


4—Railway Freight Rates, The Legal, Revigw of the following 
Economic and Accountin re pads volumes : 
Involved in Their Jud Determi- 
nation. By Maurice H. Robinson, “ 


Univ. of _— pain gg Vols. I. Il. Ill. V. VI. 


Fire Insurance Rating. By Lester W. 
Zartman, Yale Univ. ...........+++++ 10c, 


6—The Use of the Recall in Los aa. — 
By Margaret A. Schaffner............. 


The Yale Publishing Association The Yale Publishing Association 


135 Elm St., New Haven, Ct. 135 Elm St., New Haven, Ct. 
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YALE UNIVERSITY 





The work of the University is carried on in the following Departments :— 
I. PHILOSOPHY AND THE ARTS, which includes 
THE ACADEMICAL DEPARTMENT (YALE COLLEGE) 
THE SHEFFIELD SCIENTIFIC SCHOOL 
THE GRADUATE SCHOOL 
THE SCHOOL OF THE FINE ARTS 
THE DEPARTMENT OF MUSIC 
THE FOREST SCHOOL 
II. THEOLOGY 
III. MEDICINE 
IV. LAW 


The general equipment of the University includes the University and 
Departmental Libraries, containing about 500,000 volumes, the Peabody 
Museum of Natural History, the Astronomical Observatory, the Botanical 
Garden, the Art Collections, Dwight Hall [the headquarters of the Young 
Men’s Christian Association], the Commons, supplying board at about $5 a 
vom to 1,000 students, the Gymnasium, the Athletic Field, and the Yale 
nfirmary. 

The Citecnuiar Catalogue contains full information concerning all depart- 
ments. It may be secured by addressing the secretary of the University. 
Price, fifty cents; departmental pamphlets without charge. 





THE ACADEMICAL DEPARTMENT (YALE COLLEGE) offers a 
four years’ course of study leading to the degree of B.A. Its Professors and 
Instructors number over 170. The first year’s work is in English, Latin, 
Greek, French or German, Mathematics, Chemistry and History. For the other 
three years courses are offered covering Languages and Literature, Mathe- 
matics and the Natural and Physical Sciences, Philosophy, History and the 
Social Sciences, Art and Music. Nearly $50,000.00 is ~ mag | appropriated 
in Beneficiary Aid for Scholarships, Fellowships and Prizes. Room Rent in 
the college dormitories (which accommodate goo students) ranges from 75 
cents to $5.00 per week for each occupant. 

For Catalogues and further information address the Dean of the Faculty. 


THE SHEFFIELD SCIENTIFIC SCHOOL offers a three years’ 
course of study leading to the degree of Ph.B. The first year of study covers 
Mathematics, Physics, anger Biology, French or German, English, Draw- 
ing. The work of Senior and Junior years is arranged in thirteen special 
courses of study, including Chemistry, Metallurgy, Civil Engineering, Mechan- 
ical Engineering, Electrical Engineering, Sanitary Engineering, Mining 
Engineering, Zodlogy and Botany, Mineralogy preparatory to Geology, Math- 
ematics, Pure and Applied, Studies preparatory to the study of Forestry, 
Biol pocgormnecy to Medical studies, and General Scientific studies, includ- 
ing Politi Science, History, English, Anthropo , Zodlogy, Botany, etc. 
The Engineering, Chemical, Mining, and Biologi Laboratories are thor- 
oughly equipped for work in the several lines of research. 
oan Catalogues and further information address the Director of the 

ool. 


THE GRADUATE SCHOOL. The courses of study, only to grad- 
uates of — and universities, lead to the degrees a DOCT OR OF 
PHILOSOPHY, MASTER OF ARTS, MASTER OF SCIENCE, CIVIL 
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ENGINEER, MINING ENGINEER, and MECHANICAL ENGINEER. 
The course leading to the degree of Doctor of Philosophy is open to students 
without distinction of sex. There are yg By = of study offered in 
Psychology, Ethics, and Philosophy, in the ial Sciences and History, in 
Semitic Languages and Biblical Literature, in Classical Philology, in Modern 
Languages and Literature, in Natural and Physical Sciences, and in Pure and 
Applied Mathematics. There are various clubs and associations which 
meet periodically for st papers and for discussion, such as the Mathe- 
matical Club, the Classical Club, the Political Science Club, etc. The various 
Departmental Libraries, the Laboratories and Collections, as well as the 
numerous courses of Public Lectures, are open to the students of this 
Department. A limited number of Fellowships of $400 each and of Scholar- 
ships of $100 each are Sg to graduates of all colleges. Several special 
fellowships are also available. 
For Catalogues and further information address the Dean of the School. 


THE DEPARTMENT OF MUSIC is open to graduates, undergrad- 
uates and special students, without distinction of sex. The theoretical 
studies leading to the degree of Mus.B. are Harmony, Counterpoint, the 
History of Music, Strict Composition, Instrumentation and Free Composition. 
The practical courses consist of instruction in Piano, Organ, Violin, Violon- 
cello and Singing; also Italian to meet the needs of musicians. 

For full information address the Dean of the School. 


THE SCHOOL OF THE FINE ARTS. The degree of B.F.A. is 
not offered in regular course, but is exceptional and partly honorary. The 
School is open to students of both sexes. Technical instruction is given 
in Drawing, Painting, Sculpture, and Architecture, with lecture courses in 
related subjects, including the Philosophy, History and Criticism of Art. 
Several important prizes and scholarships are offered, and the “William Wirt 
Winchester Fellowship,” for study abroad, is supported on the income of a 
fund of $20,000. 

For further information address the Director or Secretary of the School. 


THE FOREST SCHOOL is a graduate department requiring for 
admission a college training, and leads after a two years’ course to the 
degree of Master of Forestry. In addition to the plant in New Haven, the 
School is provided with a complete equipment for instruction and research 
in the field located at Milford, Pa. A Summer School of Forestry is also 
conducted at the latter place. 

For further information address the Director of the School. 


THE DIVINITY SCHOOL is undenominational and is designed to 
furnish a higher University education to fit students to enter the Gospel 
ministry or devote themselves specifically to any superior kind of Christian 
work. Three courses adapted to meet modern conditions and emphasizing 
respectively the biblical languages, philosophy and sociology lead to the degree 
of B.D. A fourth year of graduate study is also offered. Scholarship aid 
is given to all needy students in return for Christian service rendered in 
connection with the churches and public institutions of New Haven. 

For further information address the Dean of the Divinity School. 


THE MEDICAL SCHOOL has a four years’ course, leading to the 
degree of M.D. The curriculum provides for a thorough training in well- 

uipped laboratories, in the wards of the New Haven Hospital, and at the 

niversity Clinic. The latter afforded a good dispensary service which last 
year amounted to 24,000 consultations. 

For circulars address the Dean of the School. 


THE LAW SCHOOL offers a three years’ course, leading to the degree 
of LL.B. and fitting students for the Bar of any state. The courses of Grad- 
uate Study lead to the degree of Master of Laws and Doctor of Civil Law. 
The students are afforded special facilities for observing the practice of the 

her Courts of Connecticut. 


or further particulars address the Secretary of the School. 
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Yale University Press Publications 


‘*The Hindrances to Good Citizenship.’’ Dodge Lectures by 
Right Hon. James Bryce, British Ambassador to the United 
Ee errr err Ter eee ry $1.15 net: postage, Io cents 


**¢ The Liberty of Prophesying.’’ By H. Hensley Henson, D.D., 
Rector of St. Margaret’s, and Canon of Westminster, London. 
$1.50 net: postage, 12 cents 


*¢ An Introduction to Old French Phonology and Morphology.’’ 
By Frederick B. Luquiens, Assistant Professor of Spanish in 
the Sheffield Scientific School of Yale University. 
$1.50 net: postage, 10 cents 


** Yale Readings in Insurance.’’ In two volumes, edited by the 
late Lester W. Zartman, Ph.D., Assistant Professor of Political 
Economy, Yale University. 
FE ik cxnivtausicaviesanweseed $2.25 net: postage, 20 cents 
‘Fire Insurance” (including Miscellaneous) 2.25 net: postage, 20 cents 


*¢ The Christian Ministry and the Social Order.’’ Lectures from 
the course in Pastoral Functions, at Yale Divinity School, edited 
by Rev. Charles S. Macfarland. ............ $1.25 net: postage, 14 cents 


‘¢ The Journal of an Expedition Across Venezuela and Colom- 
bia.’’ By Hiram Bingham, Ph.D., F.R.G.S., Lecturer on Latin 
American History, Yale University. ........ $2.25 net: postage, 18 cents 


*¢Morals in Modern Business.’’ Page Lectures in the Sheffield 
Scientific School, delivered by Edward D. Page, George W. 
Alger, Henry Holt, A. Barton Hepburn, Edward W. Bemis, 


and James McKeen, (Second printing.) 
$1.25 net: postage, 10 cents 


**The Beginnings of Gospel Story.’’ A commentary on the 
Gospel According to St. Mark. By Benjamin W. Bacon, D.D., 
Buckingham Professor of New Testament Criticism and Exegesis 
Se ee PONG, oki cacieasewdsecsccesce $2.25 net; postage, 12 cents 


THE YALE UNIVERSITY PRESS 
135 Elm Street, New Haven 70 Fifth Avenue, New York 


Yale University Press publications may also be obtained through Oxford 
University Press, London and New York. 




















The Hague Peace Conferences of 1899 and 1907. 


By Hon. JAMES BROWN SCOTT 


Solicitor for the Department of State and Technical Delegate to the 
Second Conference d 


Two volumes. Svo. Cloth. Price $5.00 
Vol. 1. The Conferences, 887 pages. ~ Vol. II. Documents, 548 pages 















A FEW. EXCERPTS FROM REVIEWS. 


Professor Ernest Nys, Editor of the Revue de Droit International, says: 
‘* Witness and participant in the deliberations of 1907, Mr. Scott speaks with 
knowledge; he has the double advantage of a fundamental knowledge of the law 
of nations, and an ability to express himself with elegance and clearness.” 














L, Oppenheim, Whewell Professor of International Law, Cambridge U niver- 
sity, England, says: 

‘*The mere enumeration of all the matters treated in this work does not 
bring out its true merits. To do real justice to the work it must be mentioned 
that the author, who was technical\delegate of the United States to the Second 
Peace Conference, and who therefore speaks to a great extent fzom personal 
knowledge, refuses to play the part of a simple spectator and recorder, but exer- 
cises also the tasks of an acute critic and a wise counsellor.”—Zhe American 
Journal of International Law. 


The New. York Independent, in an elaborate review entitled ‘‘A Great Work 
on Peace,” says: 

‘*No man could have a better equipment for the task, This work has more 
than fulfilled expectations. It shows not only the precision and balance of the 
scholar, the force of the statesman, but even the vision of the prophet. The 
work is monumental, It places the author in the very front rank of living 
publicists.” 


The Nation says: 

** Little of significance has escaped our author. First, here are your original 
treaties and convention. Secondly, you get nearly 150 pages of condensed com- 
mentary on the two conferences, Lastly, you have an expanded account of 750 
pages, authoritative and circumstantial.” 


Judge Simeon E. Baldwin, in the American Political Science Review, says: 

“Professor Scott has thus not only given the general public a clear view of i 
the formation of the achievements of the two most imposing international con- Ah. 
gresses ever held, but put the student of public law who desires to examine them 
more closely, in possession of the most important sources of original information.” 


The American Historical Review says: 7 

‘* There has been t need of a volume in English which should analyze te 

the work of the Second Hague Conference in a manner at once interesting to the er 

as reader and satisfactory to students and teachers of international law. 

the successful accomplishment of this task, Professor Scott deserves our 
heartiest thanks.” 

























Orders should be addressed to see 
ar Tae Jouns Hopxins Press, 
BaLtTimorE, MARYLAND. 

















Departments of History, Political Reemoaiy sod Political Science. 
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The Universit Stndies will continue to publish as hianelatont the results of 
recent investigations ia History, Political Science, and Political Economy. The 
new series will present topics of interest in the early political, social and. econo- 
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mic history of Europe and the United States. “ The cost of subscription for the Bs 
regular Annual Series, comprising about 600 pages, with index, is $3.00 (foreign Avs 
postage, 50 cents). Single numbers or special mpondgraphe, at cans ‘prices. : fe 
CONTENTS OF SERIES XXV1 (1908) . ; 

1-3. British Committees; Commissions and Councils of Trade and Plantations. } b 

_, 4623-1675. By C. M. Andrews. 75 cents... -. eh 
4-5. - Neutral Rights and Obligations inthe Anglo-Boer War, By R. G, rl aS 
bell. 73 cents. ’ mae 

7-8, The Elizabethan Parish in its Ecclesiastical and Financial Aspects, By * f 
S. L. Ware. | 50 cents. 4 
gto, <A Study of the Topography and Municipal History of Praeneste ‘By R. és 
-.V..D. Magoffin, 50 cents, ‘ LP 
ri-12. Beneficiary. Features of Aeaceigha1 Trade Unions.., cg J. B. Kennedy. et 
‘50 cents. : —y vi 

. F. 

CONTENTS OF SERIES XXVII (4908) & 
1-2. The Self-Reconstrtiction of Maryland, Priced ‘By Ww. s. Myers. ee 
cents. . : i 
3-4-5. The Development of the English Law. of Conspiracy. ‘By. we ioe. Pay 
75 cents. eres 

6-7. Legislative and-Judicial History of the Fifteenth Amendment. By RM. jig 
Mathews, 75 cents. «.Cloth, $1.00... i aes 
8-12, England and- the Ftp Reritstiet. EN. By’ We r. Lapa. Be 
$1.00. eo re g x Z } BS 
ae 

For the year 1010. the titles given |} below are now announced; other OTe. 
i members wil follow from time to-time, COE ae ae ¥ 
Reconstruction in Louisiana.” Byj-R. Ricklen. =: ie ae aa = rare! 

_, The Trade Union Label, By E. RB. Spedden. © Pee. i ( 

The Standard Ratein American Trade Uniotis.. -“ D. “Ac MeCabe:: i 

. The set of sents siren. egies Sena rly Denn ind ord lee 
for $88.00 net. Se 5 ee Nyheder Bey 
“There have: : enty.six volumes of the Extra Series. “Ali ‘ B 

: of thesejven well as r the contents en 2e tc Speen wees iS 


Sed age? 2% 
ee a 4 Pan vm 3 i os 
" a 





